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LETTER OF TRANSMITTAL 


UNITED STATES SENATE 
COMMITTEE ON BANKING AND CURRENCY 
SUBCOMMITTEE ON HOUSING 


(Pursuant to S. Res. 160) 
Hon, JOHN SPARKMAN, 
Chairman, Housing Subcommittee, 
United States Senate, Washington, D. C. 

Dear Mr. CuHatrMAN: During hearings on Reorganization Plan 
No. 2 of 1956, held by the Subcommittee on Reorganization of the 
Senate Committee on Government Operations, you indicated a desire 
to have the staff of the Housing Subcommittee undertake a study of 
the Federal programs which the reorganization plan would have 
affected. 

This study involved principally the operations of and the relation- 
ships between the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation. It has seemed appropriate 
to extend the scope of this study to include subjects not directly re- 
lated to the reorganization plan but important to the proper 
functioning of the agencies involved. 

The study and the report were conducted with the assistance and 
the cooperation of James B. Cash, Jr., member of the staff of the 
Banking and Currency Committee. The report, with staff con- 
clusions, is forwarded for your consideration. 

Sincerely, 
JACK CARTER. 
Vv 
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STUDY OF RELATIONSHIPS—FEDERAL HOME LOAN 
BANK BOARD AND FEDERAL SAVINGS AND LOAN 
INSURANCE CORPORATION 





PART I. ORIGIN OF STUDY 


Reorganization Plan No. 2! of 1956 was submitted to the Senate 
on May 17, 1956, and referred to the Committee on Government 
Operations. On June 18, 1956, for himself and for Senators Fulbright 
and Capehart, Senator Sparkman introduced Senate Resolution 291 ? 
a resolution which, if approved by the Senate, would have had the 
effect of nullifying Reorganization Plan No. 2. 

The Subcommittee on Reorganization of the Committee on Govern- 
ment Operations held hearings * on Senate Resolution 291 on June 27, 
1956. Six of the seven members of the subcommittee voted to report 
the resolution favorably. One member voted to report the resolution 
without recommendation. 

Concurrently with its referral to the Senate, Reorganization Plan 
No. 2 was also presented to the House of Representatives and referred 
to the Committee on Government Operations on May 17. On June 
14, 1956, a disapproving resolution, House Resolution 541 * was intro- 
duced by Congressman Fascell. Hearings® in the House of Repre- 
sentatives were conducted by the Subcommittee on Executive and 
Legislative Reorganization on June 26, 1956. 

ollowing extensive hearings, House Resolution 541 disapproving 
Reorganization Plan No. 2 was adopted by the Committee on Govern- 
ment Operations by unanimous vote and was reported on July 3, 
1956. On July 5, the House of Representatives passed House Reso- 
lution 541 by voice vote. By this action, Reorganization Plan No. 2 
of 1956 was disapproved. 

In taking action to disapprove Reorganization Plan No. 2, both 
Houses expressed the need for further study of the questions raised 
by the plan. House Report No. 2599 states on page 8: 


The committee was impressed with testimony concerning 
the necessity for a very careful control of the huge funds 
being handled by the local Federal savings and loan associa- 
tions and by the Government’s responsibility under the 
insurance programs. A thorough study and investigation 
of these matters seems indicated, particularly in view of the 
evidence of laxity in examinations of which the recent em- 
bezzlement in the Commonwealth Building & Loan Asso- 
ciation of Norfolk, Va., seems to be an example. The dis- 
approval of Reorganization Plan No. 2 of 1956 by the Com- 
mittee on Government Operations was by unanimous vote. 


1 For text of Reorganization Plan 2 and President’s supporting message, see p. 29. 
2 For text of S. Res. 291, see p. 33. 

3 Hearings printed and available as separate document. 

‘ For text of H. Res. 541, see p. 33. 

5 Hearings are available as a separate House document. 
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Senate Report 2388 reflected the feeling of Senators that the 
subject matter of Reorganization Plan No. 2 required consideration 
by appropriate legislative committees. On page 1, the subcommittee 
states: 


The subcommittee emphasized that its reeommended 
action was not necessarily intended to indicate opposition 
to the objectives of Reorganization Plan No. 2, but rather 
to reflect the view of its members that reorganizations sought 
to be accomplished by the plan Were too far reaching and 
important to be enacted into law by means of a reorganiza- 
tion plan. It was the subcommittee’s position that a 
matter of such importance, which involves large sums of 
money and is likely to have repercussions in many areas of 
the country, should be considered by the appropriate legisla- 
tive committees of the Congress. During the course of such 
consideration, the full import of the effect of the proposals 
contained in the plan can be evaluated, and a determination 
may be made concerning the need for enactment of legisla- 
tion to correct any existing deficiencies and to bring about 
appropriate reorganizations, in the event that evidence 
developed at such hearings indicates the need for legislative 
action. 


On page 2 of Senate Report 2388, the subcommittee states: 


Furthermore, it is the committee’s conclusion that the Com- 
mittees on Banking and Currency of both Houses of the 
Congress which have primary jurisdiction over legislation in 
this field, should have an opportunity to examine thoroughly 
the provisions of such a reorganization affecting a large 
segment of the economy prior to congressional action. 


Colloquy between Senator Kennedy, chairman of the Subcommittee 
on Reorganization, and Senator Sparkman, chairman of the Sub- 
committee on Housing, during the hearings on Senate Resolution 291, 
further reflects the sentiment that further study by the appropriate 
legislative committee is needed. Portions of that colloquy are as 
follows: 


Senator Kennepy. Senator Capehart, in his statement, 
used the word “drastic,” in describing what this change 
would be. Therefore, it seemed to me appropriate for the 
Banking and Currency Committee to consider the matter 
as well as the Subcommittee on Reorganization and I was 
wondering whether, if the subcommittee did not approve 
the plan, we could anticipate that next year the Banking 
and Currency Committee, if there were any impetus on the 
part of the administration, might give this matter some 
consideration and make a decision? 

Senator SpARKMAN. Yes, and certainly, it seems to me 
that the administration could very well submit a recom- 
mendation, a legislative recommendation, relating to this; 
and of course, we would give it study. I will go further than 
that, Mr. Chairman, and say that I should be very glad on 
my own responsibility, to ask the staff of our subcommittee 
to study this during the adjournment of Congress. 


Se Orta apo see 





een 


Aa ame NAT ont 5 





PART II. THE FEDERAL HOME LOAN BANK BOARD, ITS 
FUNCTIONS AND BACKGROUND 


INTRODUCTION 


The Federal Home Loan Bank Board, an independent agency of 
the United States Government, is a bipartisan Board of three members. 
The basic functions of the Board are (1) to provide, through the 
medium of 11 district Federal home-loan banks, reserve credit for 
member savings and home-financing institutions; (2) to direct the 
operations of the Federal Savings and Loan Insurance Corporation, 
which protects up to $10,000 the savings of each insured investor in 
each insured savings and loan association; and (3) to charter and 
regulate Federal savings and loan associations. 


ORGANIZATIONAL HISTORY 


The Federal Home Loan Bank Board, established by an act of 
Congress approved July 22, 1932, was originally created as an inde- 
pendent five-man Board. On July 1, 1939, by the terms of Reor- 
ganization Plan 1, part 4, section 402 (c), the Board was placed under 
the Federal Loan Agency. The size of the Board remained unchanged. 

The five-man Board was abolished on February 24, 1942, by the 
terms of Executive Order 9070, which created the Federal Home 
Loan Bank Administration under a single Commissioner. The 
Federal Home Loan Bank Administration by the terms of that order 
was made one of three constituent agencies of the National Housing 
Agency. 

In turn, the Federal Home Loan Bank Administration, together 
with the National Housing Agency, was abolished and a three- 
member Home Loan Bank Board was created under the Housing and 
Home Finance Agency by Reorganization Plan 3 of 1947, effective 
July 27, 1947. 

On August 11, 1955, the Board reacquired independent status by 
the terms of the Housing Act of 1955 and the word ‘‘Federal’”’ was 
restored to its title. 

In 1956 the President advanced a plan to separate the Federal 
Savings and Loan Insurance Corporation from the agencies adminis- 
tered under the Board. This proposal was advanced to the Congress 
as Reorganization Plan 2 of 1956. It was defeated by House Resolu- 
tion No. 541 on July 5, 1956. 


THE HOME LOAN BANK SYSTEM 


Establishment of Federal home-loan banks.—The need for a reserve 
credit pool to serve the borrowing requirements of savings and home- 
financing institutions had been apparent long before the passage of 
the Federal Home Loan Bank Act in 1932. In fact, an unsuccessful 
attempt to establish a reserve credit system was made in 1919. At 
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that time savings and loan associations had found that the post- 
World War I demands for credit had in many instances dried up 
customary sources of borrowing through commercial banking channels. 
In subsequent years down to 1928 similar unsuccessful attempts were 
repeated. However, the prosperity of the twenties and the ready 
availability of credit permitted savings and loan associations to fill 
their credit needs through dependence upon the commercial banking 
system. The drive for a reserve credit system was slowed. 

The financial crisis at the end of the twenties, and the general 
economic depression that ensued, again brought this issue into view 
as attention was focused on the need for both long-range reform and 
emergency relief actions. Following extensive hearings and debate, 
the Federal Home Loan Bank Act was passed by the Congress on 
July 22, 1932. 

Under the authority of this act, 12 (reduced to 11 in 1946) district 
Federal home-loan banks were organized with capital subscribed both 
by member savings and home-financing institutions and by the United 
States Treasury. In addition to these stock subscriptions, funds for 
lending were to be obtained principally from borrowings on the open 
market, and from retained earnings of the banks. By the device of 
interbank deposits, funds could be transferred as required throughout 
the country. 

The banks were authorized to lend limited amounts without col- 
lateral and could make short- or long-term advances against prime 
home mortgage loan security. Total borrowi ing authority of member 
institutions was limited to 50 percent of savings in order to reserve 
adequate borrowing capacity to meet emergency withdrawal require- 
ments. The 12 original banks opened during October of 1932. By 
the end of the year the bank system was comprised of 101 member 
institutions, and had made advances which totaled $837,500. 

Created in a time of economic crisis, the Federal Home Loan Bank 
System was fundamentally designed as a reserve credit pool to free 
savings and home mortgage credit institutions from complete depend- 
ence upon the commercial banking system. Although certain direct 
loan powers had been incorporated in the act as originally passed, 
they proved to be difficult to administer through the Federal home- 
loan banks which had been conceived as a reserve credit system for 
savings and loan associations, savings banks, and insurance com- 
panies. Although these banks served the primary purpose for which 
they were fashioned, having made almost $50 million in advances by 
the end of 1933, they were not able to cope with the rising tide of home 
mortgage foreclosures within the fundamentally conservative lending 
powers contained in the act. 

Establishment of the Home Owners’ Loan Corporation.—Direct relief 
to those facing home-mortgage foreclosure was provided by the Home 
Owners’ Loan Act of 1933. That act authorized establishment of the 
Home Owners’ Loan Corporation by the Federal Home Loan Bank 
Board, to give direct loan assistance to individual borrowers in danger 
of losing their homes through foreclosure, and provided the authority 
in the Board for the chartering and supervision of Federal savings and 
loan associations. 

Home Owners’ Loan Corporation was a mortgage-relief operation. 
At the time of its creation on June 13, 1933, the rate of home mortgage 
foreclosures throughout the country was approximately 1,000 per day. 
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With a capitalization of up to $200 million to be subscribed by the 
United States Treasury, and authority to issue bonds up to $4,750 
million, exclusive of bonds for refunding, HOLC refinanced 1,017,821 
loans during the statutory lending period—June 13, 1933, through 
June 12, 1936—in the amount of $3,093,451,321. This emergency- 
relief corporation was finally liquidated in March of 1951, by which 
time there had been paid into the United States Treasury $14,068,589 
of net earnings. 

Establishment of Federal savings and loan system.—The same act 
which created HOLC also authorized a system of Federal savings and 
loan associations, applying to the savings-and-loan business the princi- 
ples of a dual system similar to that of the commercial banking system. 
Section 5 of the Home Owners’ Loan Act lodged in the Board authority 
to charter and regulate such Federal associations, each to be created to 
meet the need for mutual savings and home-financing facilities in its 
respective locality. 

By the end of 1933 only 6 Federal associations had been chartered, 
with less than $200,000 combined assets. Three years later, by the 
end of 1936, there were 1,200 Federal associations, over two-thirds 
of the number now existing, with combined assets of $783 million. 
These did not all represent new institutions, for more than 45 percent. 
of the Federal associations had been previously existing institutions 
which availed themselves of that provision of the law permitting them 
to convert from State to Federal charter. 

Direct Government investment also was provided to assist in the 
organization and operation of Federal associations and to give like aid 
to insured State institutions and members of the bank system. The 
Secretary of the Treasury in 1933 was authorized to invest up to 
$100 million in shares of Federal associations. In 1935 Congress con- 
tinued this form of aid when the HOLC was authorized to invest up 
to $300 million in Federal associations or in any association which was 
either a member of the Federal Home Loan Bank System or whose 
accounts were insured by the Federal Savings and Loan Insurance 
Corporation. Actual investments so made by the Treasury and 
HOLC totaled $273,157,000. Of this amount, $227,716,000 was 
invested in Federal associations. Investment of Government capital 
had been authorized to make funds readily available for mortgage 
lending at a time when the flow of private funds had virtually ceased. 
It had been authorized, also, in the expectation that it would restore 
confidence and encourage placement of private savings in these insti- 
tutions. Much of the investment by HOLC was in conjunction with 
rehabilitation of the associations concerned. Retirement of this 
Government investment was completed after World War II. 

Establishment of Federal Savings and Loan Insurance Corporation .— 
As the economic depression deepened in 1933, Federal insurance of 
deposits had been devised for the commercial-banking system. One 
year later the principles of insurance protection were extended to 
accounts in savings and loan associations by title IV of the National 
Housing Act. That act, in 1934, authorized creation of the Federal 
Savings and Loan Insurance Corporation, to provide up to $5,000 
protection per insured account in insured savings and loan type insti- 
tutions. ‘This form of account insurance was mandatory by law for 
all federally chartered savings and loan associations; State chartered 
associations could obtain such coverage at their own option, provided 
they qualified. 
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By the end of 1934, or 6 months after insurance of accounts was 
authorized, there were 541 insured associations, most of them Federals, 
with combined assets of $150 million. Two years later, at the end of 
1936, there were 1,575 insured associations, all but 375 being federally 
chartered institutions. Their combined assets totaled $1,281 million. 

By this same time, the end of 1936, members of the 4-year-old Federal 
Home Loan Bank System accounted for more than half of the assets 
of all operating associations, while insured State-chartered and Federal 
associations, protected under the then 30-month-old program of 
account insurance, represented over one-fifth of the assets of all savings 
and loan associations. Federals alone then accounted for almost one- 
seventh of the assets of all associations. 


DEVELOPMENT OF THE HOME-LOAN BANKS 


Services of the Federal home-loan banks were required on an 
increasing scale as membership in the system rose throughout the 
thirties and member institutions grew in size and volume of business. 
This membership has been comprised predominantly of savings and 
loan associations with a few savings banks and insurance companies 
participating. The annual volume of bank advances mounted from 
$78,195,224 in fiscal year 1936 to $105,432,158 in the fiscal year 1938. 
By the end of the latter fiscal year, advances outstanding stood at 
$196,224,937, a year-end high that was not to be surpassed until after 
World War IJ. The number of borrowing institutions was then 
2,682, an alltime high for the end of any fiscal year. There was a 
continued rise in Federal home-loan-bank membership until 1938 
when membership reached 3,903 associations. Numerically this was 
not to be surpassed until 1950, although members’ assets were to 
increase in absolute amount as well as in relation to combined assets 
of all associations. 

Deposits by members in the Federal home-loan banks also increased 
throughout the thirties, totaling over $29,617,000 by the end of 1939. 

With the growth of the Bank System and the growing demands 
for advances to its member institutions, the Federal hone-loan banks, 
in 1937, for the first time found it necessary to borrow on the open 
market, making offerings of consolidated obligations of all of the 
Federal home-loan banks. At the end of calendar 1937 consoldiated 
obligations outstanding amounted to $77,700,000, and by the close 
of 1938 totaled $90 million. 

In 1946, the merger of the Portland and Los Angeles banks to form 
the new Federal Home Loan Bank of San Francisco, reduced the 
number of Federal home-loan-bank districts from 12 to 11. 

As new home-building volume increased rapidly following the war, 
member institutions made increased use of the services of their district 
banks. Between 1945 and 1950 member deposits increased from 
$45,697,000 to $224,097,000 while the volume of advances outstanding 
rose from $194,872,000 to $815,957,000. To finance this increased 
scale of advances the Federal home-loan banks turned increasingly 
to offerings of their consolidated obligations on the open market. 
The balance of these obligations, which at the end of 1945 had been 
$68,500,000, had increased to $561 million by the end of 1950. Also 
reflecting the rapid growth of member assets, United States Treasury 
stock had been completely retired from the capital structure of the 
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Federal Home Loan Bank of Indianapolis in 1949. This pattern 
was followed in other districts, and by 1951 Treasury holdings were 
retired entirely by all banks. 

With the rapid growth of industry assets and the high rate of con- 
struction activity, deposits of member institutions in the Federal 
home-loan banks rose to a record high of over $802 million in 1954, 
and Federal home-loan bank advances outstanding by the end of 1955 
had reached a high of over $1,400 million. To finance the large 
volume of advances made during the 1950’s an increasing volume of 
consolidated obligations of the banks was offered on the open market, 
and as of June 30, 1956, over $929 million in such securities were 
outstanding. 

Cumulative since 1932, the Federal home-loan banks had made 
a total of over $7,606,500,000 in advances to member savings and 
loan associations and had received repayments aggregating over 
$6,433,100,000. No losses had been experienced on any of these 
advances. 


DEVELOPMENT OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS 


By the end of 1940, savings and loan associations were enjoying 
a comparatively thriving business both as to savings and mortgage 
lending. Home building was striking a pace of slightly over 600,000 
new nonfarm units a year, being considerably improved by comparison 
with any of the preceding 10 years. United States entry into World 
War II placed the savings-and-loan business in a significant role in 
a war economy. As new mortgage-loan opportunities were curtailed 
by limitations on materials use, member institutions diverted much 
of their new savings growth to investment in United States Govern- 
ment securities. Members’ holdings of Government securities and 
cash amounted to 33.4 percent of their combined assets by the end 
of 1945. 

The Federal home-loan banks, which had become increasingly 
active through 1941 when advances outstanding totaled over $219 
million, experienced a reduced demand for borrowing during the war 
years when materials controls limited new construction. 

The 5 years after World War II and prior to the outbreak of hos- 
tilities in Korea was one of rapid growth for the savings-and-loan 
business. Assets already larger than ever before due to wartime 
savings expansion, doubled in size, reflecting the heavy inflow of 
savings. Despite the fact that the total number of institutions in 
operation continued to diminish gradually, the number of Bank Sys- 
tem members began to increase, reversing a downward trend noted 
from 1938 through 1945. 

Federal associations in 1950 for the first time represented over half 
of all association assets. Although Federals showed a moderate in- 
crease in the number of new institutions, 23 in 1949 being the largest 
net gain for any of the first 5 postwar years, there was growing interest 
in branch activities by existing associations. 

The growing interest in branch operation is attributed to the growth 
and decentralization of cities and the desire of established institutions 
to expand into these new areas. At the end of 1947 there were 1,478 
Federal associations. Of these institutions, 43 throughout the coun- 
try operated 53 branches. By 1950 there were 79 Federal associations 
operating 100 branches. 





8 A STUDY OF RELATIONSHIPS ‘ 

In brief, the 5 years between the end of World War II and the con- 
flict in Korea had seen savings and loan associations enter a period of 
unprecedented growth as the revival of home building offered renewed 
investment opportunities. Increased use was made of both the deposit 
and reserve credit facilities of the Federal home-loan banks which in 
turn found occasion to increase their borrowings on the open market. 
A gradual net increase in the number of insured associations during 
these years was accompanied by rapid expansion in size so that they 
accounted for over four-fifths of the industry’s resources by 1950. 
Although there was but a mild increase in the rate of new Federal 
charters issued, an interest in branch operations by these institutions 
was beginning. 


DEVELOPMENT OF THE INSURANCE CORPORATION 


Throughout the late thirties there also was a rapid increase in insti- 
tutions covered by the new program of account insurance. By the 
end of 1939 the Federal Savings and Loan Insurance Corporation was 
extending its protection to 2,199 institutions with combined assets of 
approximately $2,509 million, or almost 45 percent of the resources of 
all associations. 

The program of account insurance experienced a more rapid growth 
following the war. In 1945 there was a net increase of only nine in 
the number of insured associations. In the year 1949 the net increase 
was 140, the highest of any year since 1938. Insured institutions by 
1950 accounted for over four-fifths of the resources of all savings and 
loan associations. 

Assets of the savings and loan business as a whole, which had been 
increasing rapidly and which at the end of 1950 totaled $16,893 million 
greatly accelerated their rate of expansion. Also beginning in 1950 
the total number of all savings and loan associations began to increase, 
reversing a long-term decline that, with the single exception of 1934, 
had prevailed since 1927. The spread of account insurance by the 
Federal Savings and Loan Insurance Corporation, which had been 
retarded during the war years, progressed at a rapid rate subsequent 
to 1950. Between 1950 and June 30, 1956, the number of insured 
associations increased from 2,860 to 3,600. In the same interval the 
proportion of total industry assets represented by these associations 
rose from 81 to 90.8 percent. Insured share liability of the Corpo- 
ration in these institutions amounted to $30,672 million by mid-1956. 


SIGNIFICANT STATUTORY CHANGES 


Basic statutory changes from 1945 through 1950 in the permanent 
or long-range programs administered by the Board consisted of 
liberalization of the investment powers of the Federal home-loan banks 
to allow collateralization of advances with mortgages bearing terms up 
to 25 years; standby authorization to the Secretary of the Treasury to 
invest up to $1 billion in obligations of the Federal home-loan banks; 
the increase in protection afforded by the Federal Savings and Loan 
Insurance Corporation from $5,000 to $10,000 per insured account; 
the transfer of stock of the Insurance Corporation from HOLC to 
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the Treasury with specific provision for its ultimate retirement; 
standby authorization for the Insurance Corporation to borrow up to 
$750 million from the Secretary of the Treasury; a reduction in the 
insurance premium rate charged by that Corporation from one-eighth 
of 1 percent to one-twelfth of 1 percent of insured accounts and creditor 
obligations; a broadened investment authority for Federal associa- 
tions to allow investment up to 15 percent of assets in unsecured home- 
improvement loans not exceeding $1,500; and the establishment of a 
minimum ratio of liquid assets to be held by each member of the 
Federal Home Loan Bank System. 

Other than provisions in the Housing Act of 1955 which reestab- 
lished the independence of the Federal Home Loan Bank Board, 
statutory changes since 1950 affecting its activities have been pri- 
marily concerned with the liberalization of the lending authority of 
Federal savings and loan associations. The maximum loan permitted 
by law for these institutions was increased from $20,000 to $35,000. 
The maximum unsecured loan amount was increased to $3,500 and 
certain other liberalizations were effected. 


ASSOCIATION RESERVES 


Primary protection of accounts of shareholders in insured associa- 
tions is afforded by the reserves and undivided profits of the insured 
associations themselves. Under regulations pursuant to law, these in- 
stitutions are required to accumulate loss reserves equivalent to 5 per- 
cent of all insured accounts within 20 years of the date of insurance. 
Recent amendment to the regulations of the Insurance Corporation, 
however, requires continued allocations to these reserves until the 
total of such accounts plus other accounts available for losses equal 
12 percent of all insured accounts. 

During the 22 years of operations of the Federal Savings and Loan 
Insurance Corporation there have been 38 cases in which the Insurance 
Corporation found it necessary to intervene. In 29 of these the 
Insurance Corporation has made cash contributions that restored the 
institutions to normal operation, in 2 instances the Corporation pur- 
chased assets followed by merger or voluntary liquidation, and in the 
remaining 7 cases the savers were reimbursed directly and the assets 
of the institutions were liquidated. Net payments for losses, from 
income of the Insurance Corporation, as of June 30, 1956, approx- 
mated $5,200,000. 


BOARD ACTION TO COUNTER INFLATION 


During the period since 1950 the authority of the Board has been 
used in concert with that of the Board of Governors of the Federal 
Reserve System, the Treasury Department, and other monetary 
agencies in applying credit restraints consistent with Federal fiscal 
policy. In 1950 the Board acted to restrain access to Federal home- 
loan bank advances shortly after the outbreak of fighting in Korea. 
This action, later suspended in designated critical defense-housing 
areas at the discretion of the respective Federal home-loan banks, 
reduced the line of credit available to members for loan expansion 
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purposes from 50 to 30 percent of each member’s borrowing capacity. 
Authority to ease these emergency limitations was delegated by the 
Board to each district Federal hone-loan bank early in 1952. 

The Board again in September 1955 found it necessary to restrain 
advances by the Federal home-loan banks for loan expansion purposes 
and to call for a reduction of bank advances outstanding. In July 
of that year it became apparent that net savings receipts were not 
keeping pace with the extraordinary demands for funds. Action by 
the Board in December of that year and in April and May of 1956 
partially relaxed the original restrictions. 








: 
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PART III. SEPARATION OF FHLBB AND FSLIC 
SCOPE OF STUDY 


The central issue of Reorganization Plan No. 2 and hence of this 
study is the question of separation of the FHLBB and the FSLIC. 

Separation was advocated by the administration to eliminate a 
possible “inherent conflict of interest.’”’ This conflict was first 
referred to in reports of the General Accounting Office for the years 
1945 through 1949. It arose from the belief that the Home Loan 
Bank Board promoted and chartered savings and loan associations. 
and, at the same time, by reason of its control over the FSLIC, 
administered Federal insurance of the accounts of those associations. 
Essentially the alledged conflict lies in the assumption that the Board, 
if desirous of promoting and chartering savings and loan associations, 
might, as a result of these functions, incur improper liabilities for the 
Federal Savings and Loan Insurance Corporation and thus expose it 
to possible losses. The Insurance Corporation, it was argued, should 
be independent and have authority to “pass upon’”’ the risks it assumes. 

The answer to the question of separation depends upon (a) whether 
there exists an “inherent conflict of interest”’ in the present method of 
operation of the Board and the Corporation, and (b) whether the 
proposed separation would contribute to objectives such as— 

(1) protecting the interests of the Corporation and the Treasury ; 
(2) increasing the efficiency of present operations; 

(3) reducing costs of operations; and 

(4) promoting public confidence. 

However, this central issue is related to and affected by other ques- 
tions such as supervision of member associations and Federal partici- 
pation in the examination of State savings and loan associations. 
Every effort has been made to present these collateral matters in 
proper perspective, keeping in mind that the objective of this study 
is to evaluate Reorganization Plan No. 2 and where possible to recom- 
mend more efficient methods of ser ving the public interest by provid- 
ing thrift and homeownership facilities while minimizing the Federal 
Government’s. liability in the insurance of accounts. This study, 
therefore, had been broadened somewhat in order to include the 
collateral problems noted. 

Some of these problems have a direct rejlation to Reorganization 
Plan No. 2. Others have no connection with plan No. 2 but are 
concerned with the more efficient operation of the Federal Home Loan 
Bank Board, the FSLIC, and the HLB system. 


CONFLICT OF INTEREST ISSUE 


Growth of insurance risks.—If there is a “conflict of interest”’ it would 
be manifested in the actions of the Board to charter, and so to increase 
the number of insured associations over the objections of the FSLIC, 
so as to expose the Corporation to risks which it should not properly 
assume. 

84258—56——2 11 
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The import of the testimony before both Houses of Congress, inter- 
views conducted by the staff, and formal replies forwarded to the 
subcommittee by Government agencies and private groups is that 
uneasiness over the “conflict of interest”’ issue has developed for the 
most part as a result of the extraordinary growth of savings and loan 
associations since 1945. 

Actually there are fewer associations today than there were in 1945. 
In 1945 all associations, insured and uninsured, totaled 6,149, while 
in December 1955 there were only 6,060 such associations. However, 
the total assets of these associations have grown from $8,747 million 
in 1945 to $37,880 million by the end of 1955. 

The number of insured associations has increased from 2,475 in 1945 
to 3,544 in 1955, an increase of 1,069. Of this number 216 were 
federally chartered and 853 State chartered. (Federally chartered 
associations must be insured while State chartered associations may 
be insured.) 

The potential liability of the FSLIC increased from $4,820 million 
on June 30, 1945 to $32,127 million on June 30, 1956. (This potential 
liability is made up of $30,672 million in insured accounts up to 
$10,000 and $1,455 million in creditor liability.) 

Thus, in number of associations granted insurance during the 10- 
year period, only about 20 percent represented insurance risk assumed 
as a result of a Federal charter. About 80 percent of the newly insured 
associations were previously chartered by a State. It is reasonable to 
assume that the newly chartered Federal associations started business 
with relatively small insurance risks whereas the State chartered 
associations, having already been in business prior to granting of 
insurance, represented substantially higher insurance risk. 

Participation of FSLIC in growth of insurance risk.—This growth 
creates added risk for the FSLIC as the number of insured accounts 
increases. But how was this added risk approved and accepted? 
Was it by arbitrary action of the Board over the objections of the 
Insurance Corporation, or did the Insurance Corporation have a voice 
in the assumption of these risks? 

Correspondence from the Bureau of the Budget tends to convey the 
impression that by arbitrary action the Board makes decisions with 
respect to the issuing of Federal charters which under the law imposes 
upon the Corporation the duty to insure the deposits of an association 
without recourse. 

The correspondence is quoted in part as follows: 

The relationship between the chartering of new Federal 
associations and the insurance of the share-accounts of such 
associations might well be clarified, since the present law is 
ambiguous. This ambiguity may be illustrated by the fol- 
lowing excerpts from section 403 of the National Housing 
Act, as amended: 

(a) “It shall be the duty of the [Federal Savings and 
Loan Insurance] Corporation to msure the accounts of 
all Federal savings and loan associations * * *’ (403 
(a)). 

(b) “‘Application for such insurance shall be made im- 
mediately by each Federal savings and loan association 
* * #7 (403 (b)). 
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(c) “The Corporation shall reject the application of 
any applicant if it finds that the capital of the applicant 
is impaired or that its financial policies or management 
are unsafe; and the Corporation may reject the applica- 
tion of an applicant if it finds that the character of the 
management of the applicant or its home financing policy 
is inconsistent with economical home financing or with 
the purposes of this title * * *’’ (403 (ce)). 

In view of the above language, it would appear to be at 
least theoretically possible for the FHLBB to charter a new 
Federal savings and loan association which did not meet the 
standards of the FSLIC for admission to insurance. Never- 
theless, it might be considered the “duty” of the Corpora- 
tion to insure the accounts of such an association. We be- 
lieve that it would be sound policy and consistent with the 
probable intent of the Congress to amend the existing pro- 
visions to remove this ambiguity and to make the issuance 
of a new Federal charter clearly conditional upon a deter- 
mination by the Corporation that the association is accept- 
able for insurance. The FSLIC should have the final right 
to pass upon the risks which it assumes. 





In actual practice the FSLIC does “pass upon’”’ the risks it assumes. 
The policy and practice of the FHLBB is as follows: 


CHARTERING AND INSURING FEDERAL ASSOCIATIONS 


| 
i 


The applicant group files its application with the district 
i home-loan bank. The bank considers the application and 
forwards it with recommendation to the Division of Federal 
Savings and Loan Operations of the Home Loan Bank Board. 
The application, with the recommendation of the Division 
of Federal Savings and Loan Operations, is forwarded to the 
Federal Savings and Loan Insurance Corporation for con- 
currence. It is at this point that the FSLIC must recom- 
mend for or against granting iosurance to the applicant 
group. Only after the FSLIC has made its recommendation 
is the application forwarded to the bank board for formal 
action. 
INSURING STATE ASSOCIATIONS 


The applicant submits its application to the district Fed- 
eral home-loan bank which forwards the application together 
with its recommendation to the Federal Savings and Loan 
Insurance Corporation. The Federal Savings and Loan In- 
surance Corporation, after considering the application, for- 
wards it to the Division of Federal Savings and Loan Opera- 
tions for review and opinion as to sufficiency of compliance. 
(The Board having previously given conditional approval to 
the application, the final approval is given by the General 
Manager of the FSLIC and the Director of Division of Fed- 
eral Savings and Loan Operations pursuant to authority dele- 
gated by the Board to these groups respectively.)! 


1 See operational charts, pp, 103, 104, 
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The nature of these operations and the method of processing appli- 
cations for Federal charter as compared with processing applications 
for insurance indicates that the FSLIC gives first consideration to the 
application of the State-chartered association for insurance, whereas 
the Division of Savings and Loan Operations gives first consideration 
to applications for Federal charter. In each instance, however, all 
applications which result in the granting of insurance must be processed 
through the Federal Savings and Loan Insurance Corporation. 

Although the FSLIC has the responsibility of processing an applica- 
tion for insurance and recommending appropriate action, the Board, 
under the present procedures, has the final responsibility for chartering 
as well as the granting of insurance. The placement of total responsi- 
bility for chartering and for insurance losses which may be incurred as 
a result of chartering a Federal association (FHLBB-—FSLIC system) 
would seem to enceurage even more conservatism and prudence than 
an operation which permits one agency to charter and requires another 
agency to bear insurance losses (Treasury-Federal Reserve-FDIC 
system). 

The FSLIC is under the jurisdiction of.and responsible to the 
FHLBB. The Corporation makes recommendations in regard to 
granting of insurance which recommendations are accepted or rejected 
as the case may be by the Board. While it is therefore technically 
possible for the Board to impose its will over the contrary objections 
of the Corporation, such an action is not only infrequent but is in 
keeping with the action of all other Government and private agencies 
in which top management occasionally overrides the recommendations 
of its subordinate departments. . 

Some testimony in hearings on Reorganization Plan No. 2 of 1956 
tended to create the impression that there exists today some type of 
separation of responsibility between the FHLBB and the FSLIC. 
This impression is fostered by the feeling expressed in some quarters 
that the FSLIC alone bears responsibility for insurance losses in- 
curred, and that the FHLBB which grants charters is not concerned 
with such losses. While this would be true if separation were an 
accomplished fact, it is not true today. The Board is keenly aware 
that as top management it must bear the final responsibility for 
insurance losses incurred as a result of its actions, whether they be in 
the field of chartering or insuring. ‘Thus the final authority to act, 
along with the undivided responsibility for those actions, is reposed 
in one body, the FHLBB. 

There is no evidence to show that the Board has arbitrarily forced 
the Corporation to assume risks which it would not normally assume. 
Neither can it be stated that the Corporation has had no opportunity 
to ‘“‘pass upon”’ the risks it has assumed. 

Effect of “‘separation”’ insofar as the “conflict of interest’’ issue 1s con- 
cerned.—lf the FHLBB and the FSLIC were separated so as to elimi- 
nate the possibility of conflict of interest, presumably the FSLIC 
would be granted authority and responsibility for approving or dis- 
approving applications for insurance received from applicants for a 
Federal charter as well as applications for insurance from State char- 
tered institutions. With respect to applications for federally char- 
tered associations, the law now requires that they shall be msured. 
Thus an applicant for Federal charter must meet two tests, the test 
applicable to the granting of a charter and the test applicable to the 
granting of insurance. 
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If these tests, as recommended by Reorganization Plan No. 2 of 
1956, are applied by two separate and independent groups, disagree- 
ment over the qualifications of applicant groups is inevitable. Dis- 
agreement between two separate and independent groups, both of 
which must agree prior to approval of an application, will result in 
conflict, confusion, and delay. If two agencies of equal authority 
come into conflict over a specific point, the conflict may never be 
resolved. 

To establish the FSLIC as a separate and independent body with 
complete authority to approve or disapprove applications for insur- 
ance is equivalent to granting the FSLIC a veto power over the ac- 
tions of the FHLBB. It would reverse the present chain of com- 
mand and in effect make the Board dependent upon the actions of 
the Corporation at least insofar as approval of applications for Fed- 
eral charters are concerned. 

Independence of the FSLIC will not be justified unless it advances 
and protects the interests of the public, the Federal Government, and 
the HLB system. If the FSLIC were made an independent agency 
with full authority to disapprove applications for insurance, it could 
as stated above negate the actions of the FHLBB. If the FSLIC 
were made independent with only limited or nominal authority to 
pass upon applications for insurance, it could conceivably have less 
control over the risks it assumes than it has under present procedures. 

A case in point is the operation of the FDIC. The FDIC is author- 
ized under the law to insure the deposits of national banks, State 
banks admitted to membership in the Federal Reserve System, and 
State banks which are not members of the Federal Reserve System. 
In practice, however, the FDIC has full authority to approve or dis- 
approve only the applications of the latter group. Applications for 
national bank charters and applications for membership in the Federal 
Reserve System, both carrying with them ‘“automatic’’ insurance of 
accounts, are the respective responsibilities of the Comptroller of the 
Currency and the Board of Governors of the Federal Reserve System. 
As the following testimony ? by the FDIC indicates, the role of the 
FDIC in approving applications for insurance from such applicants is 
perfunctory: 


Senator SpARKMAN. It has always been a little puzzling to 
me, your responsibility for insuring. As I understand, there 
are three classes of banks that you may insure. One is a 
national bank, a State bank that is a member, and a State 
bank that is a nonmember of the Federal Reserve. 

Mr. Copurn. Yes, sir. 

Senator SpARKMAN. As I understand it, the only one in 
which you have any discretion whatsoever as to whether or 
not you will insure is the nonmember State bank. 

Mr. Copurn. Yes, sir. 

Senator SpARKMAN. In other words, you have nothing to 
say about chartering a national bank or a State member bank. 
But the instant they are chartered, they are automatically 
insured; is that correct? 

Mr. Conurn. That is correct. 


2 Source: Hearings before the Senate Banking and Currency Committee on the Illinois Banking Situation, 
September 21 and 25, 1956, p. 33 of pt. I. 
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Senator SPARKMAN. You are required to carry the insur- 
ance risk, but you have no responsibility in designating or 
choosing the risk. 

Mr. Copurn. That is correct, sir. I may say in each 
instance the Comptroller, on the one hand, in reference to 
the national bank, and the Federal Reserve in reference to 
a member State bank, certifies to the Corporation, gives it 
a certification that it has considered the six factors that are 
enumerated in our act for qualifications. 

Senator SPARKMAN. But itis their judgment and not yours. 
Mr. Copurn. Yes, sir; that is correct. 


FSLIC participation in processing applications for insurance now 
requires a recommendation based upon the best judgment of the 
Manager of the Corporation. Apparently such exercise of judgment 
is not present in the commercial banking system despite the inde- 
pendence of the FDIC. The question of “conflict of interest’? might 
more properly be raised with respect to the FSLIC if it were required 
to rubber stamp the judgment decisions of the Board without making 
independent judgments beforehand. 

“Promotional” activity by the FHLBB.—The Federal Home Loan Bank 
Board was authorized “to promote” the organization of savings and 
loan associations by the Home Owners’ Loan Act of 1933 and funds 
were appropriated for that purpose. However, by early 1938 the 
Board discontinued promotional activities, assigning such duties as 
were to be continued to the regional banks. By that time practically 
all the funds available for promotional activities had been expended 
and the need as originally seen had been met. 

The following paragraphs describe the promotional activities of the 
Federal Home Loan Bank Board: * 


The Home Owners’ Loan Act of 1933 authorized the 
Board ‘‘to encourage local thrift and local home financing, 
and to promote, organize, and develop the associations 
herein provided for or similar associations organized under 
local laws. * * * The sums appropriated and made available 
pursuant to this section shall be used impartially in the pro- 
motion and development of local thrift and home-financing 
institutions, whether State or federally chartered.” 

There were two types of expenditures authorized by 
Congress for the development of savings and loan associations: 

1. Money provided by Congress for strictly promotional 
purposes. 

2. Money provided by Congress for investment in shares of 
Federal savings and loan associations and State-chartered 
insured associations. 

Under the terms of the act, Congress appropriated $150,000 
“to enable the Board to encourage local thrift and local home 
financing and to promote, organize, and develop the asso- 
ciations herein provided for or similar associations organized 
under local laws * * *.”? An additional $700,000 was later 
authorized—$500,000 in April 1934 and $200,000 in May 
1935—for this purpose. 


’ Source: Letter from FHLBB, September 14, 1956, 
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All expenditures from this total of $850,000 were authorized 
to be taken directly out of the Federal Treasury and the 
Secretary of the Treasury was directed to allocate and make 
the funds available to the Board subject to its call. Under 
the language of the authorizations, the funds were to ‘‘remain 
available until expended.’”’ The Board’s calls from these 
funds totaled $815,943.91, so that there remained, when the 
accounts was closed, an unexpended balance of $34,056.09 
which was finally transferred to the surplus fund of the 
Treasury. 

The act also authorized $100 million for investment by the 
Treasury to be used in the purchase of shares of Federal 
savings and loan associations. Of this amount, the Treasury 
actually invested $49,300,000. On May 28, 1935, Congress 
authorized the Home Owners’ Loan Corporation to invest 
$300 million in obligations of the Federal home loan banks 
and shares of Federal savings and loan associations and 
State-chartered insured associations. Of this HOLC money, 
a total of $223,856,710 was invested. 

The Federal Home Loan Bank Board, by resolution of 
November 8, 1935, directed its Savings and Loan Division to 
perform extensive fieldwork in connection with: 

1. The admission of applicant institutions to membership 
in the Federal Home Loan Bank System. 

2. The organization of new Federal savings and loan 
associations; and cooperation in their development during the 
early period of their existence. 

3. The conversion of existing thrift associations to Federal 
charter and assistance therewith. 

4. The insurance of accounts by the Federal Savings and 
Loan Insurance Corporation and necessary related services. 

5. Assistance to the Federal home loan banks and associa- 
tions in supervisory matters. 

These activities were carried on by presenting to the 
officers and directors of thrift and home financing institutions 
the various facilities offered by the Federal Home Loan Bank 
Board to promote the welfare of the associations and to 
enhance the services they render to their respective com- 
munities. These personal contacts were made primarily by 
the field representatives of the Division, but in many 
instances locally organized groups of thrift institutions 
invited representatives from the Washington staff to describe 
the services to them. 

Field representatives of the Division contacted approxi- 
mately 572 institutions each month, resulting in an average 
coverage of 348 cities and towns monthly. Each visit was 
primarily to explain the advantages of membership in the 
bank system and how it is obtained, or the benefits of in- 
surance of accounts and the standards of eligibility, or the 
procedure of converting a State wmstitution to a Federal 
charter, or how, through capital investments by the Home 
Owners’ Loan Corporation in the institution to supplement 
the local savings, the home financing needs of the particular 
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community might be cared for sooner. The field representa- 
tives also investigated applications to organize new Federal 
savings and loan associations in communities not adequately 
served by thrift and home financing institutions. In all of 
this work, the responsibility of the Division and its active 
assistance continued until an association had completed its 
proposed program and.was functioning in a normal manner. 

In addition, the Division took an active part in rehabilita- 
tion programs for those loca] thrift and home-financing insti- 
tutions which were unable to qualify under the Board’s 
standards of eligibility for insurance or conversion. These 
programs included financial and corporate reorganizations. 

On January 11, 1938, the Savings and Loan Division of the 
Federal Home Loan Board was discontinued and the field 
services were taken over by the officers of the regional Federal 
home-loan banks. Promotional activities on the scale previ- 
ously carried on by the Savings and Loan Division were discon- 
tinued as practically all of the funds appropriated by Con- 
gress for that purpose had been expended and the fact that 
the original need for which this activity was started had been 
fulfilled. 

The Board has no future plans for promotional activities. 
As has been stated elsewhere in this report, there are rela- 
tively few communities that are of sufficient size to success- 
fully support a savings and loan association that do not 
already have such facilities available. According to our 
records, the inability of worthy applicants to raise the 


required amount of capital is rarely the reason for a charter 
not being granted. 


OTHER ISSUES INVOLVED IN SEPARATION 


In addition to eliminating the alleged ‘‘inherent conflict of interest,”’ 
it has been argued that the proposed separation and independence of 
the FSLIC would create other advantages. The major advantages 
claimed for Reorganization Plan No. 2 and for any separation of the 
FHLBB and the FSLIC accomplished by legislative enactment are 
discussed in the following paragraphs. 

Protection of the interests of the Corporation and the Treasury.—The 
interest of the FSLIC as referred to by advocates of separation may 
be defined as the contingent liability incurred as a result of insuring 
the savings accounts deposited in insured savings and loan associations. 
This contingent liability stood at $32,127 million on June 30, 1956. 
The interest of the Treasury, as referred to by the Bureau of the 
Budget, is the statutory authority which permits the Corporation to 
borrow from the Treasury up to $750 million. The Bureau of the 
Budget feels that this borrowing authority would undoubtedly be 
increased should the need arise. 

The suggestion that separation would protect the interests of the 
C orporation and the Treasury implies that the Board is not concerned 
with protecting these interests or at least is not so conc erned as the 
Corporation would be if it were separate and independent. In actual 
practice the FSLIC has initial authority to recommend approval or 
disapproval of insurance and in so doing must bear initial responsi- 
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bility for losses which might occur as a result of its recommendations. 
The Board has final authority for approval of FSLIC recommendations 
and, as a consequence, final responsibility for losses which might occur 
as a result of its actions. 

Separation would relieve the Board of authority and responsibility 
and add to the responsibility of the FSLIC. It would add to the 
dignity of the FSLIC and enhance its prestige. Separation would 
place the FSLIC on an equal footing with the Board, but it would 
not, in the opinion of most informed sources, add to the protection 
now afforded the FSLIC and the Treasury. 

Protection of the interests of the Corporation and the Treasury 
can be achieved not so much by realinement of the responsibilities of 
the Corporation and the Board as by a retrenchment of the activities 
of both the Board and the Corporation. In short, the Board by 
refusing to charter or grant further memberships in the system, and 
the Corporation by refusing to insure additional accounts could 
restrict further exposure to risk except through the normal growth 
of existing insured associations. 

It is doubtful that Congress would take the position that the 
insurance of savings should be restricted to those associations which 
now enjoy it. It is more likely that the Congress would reaffirm its 
original intention to insure the accounts of as many individual 
depositors as possible, consistent with sound insurance principles 
applied by administrators of proven integrity. 

Increasing the efficiency of present operations.—The great preponder- 
ance of opinion presented in replies to questionnaires is that the 
efficiency of present operations would be destroyed rather than en- 
hanced by “‘separation.”” The creation of a new independent agency, 
the possibility of overlapping functions, additional regulations, exami- 
nations and supervision, as well as additional expense, are all cited as 
probable results of separation. 

With respect to “efficiency of operations’ however, there were 
presented a number of complaints and recommendations designed to 
improve the internal operations of the FHLBB. These recommenda- 
tions are discussed in subsequent paragraphs of this report. Although 
it was not possible to investigate each of these individual recommenda- 
tions during the time allowed for the present study, it would not be 
inappropriate for the FHLBB to study the proposed changes and be 
yrepared to comment upon their value at subsequent hearings of the 
Pousti Subcommittee. Most, if not all, of these suggested changes 
can be accomplished administratively without separation of the 
FHLBB and the FSLIC. 

Reducing operating expenses—No one contends that the creation 
of a new independent agency would contribute to a reduction of 
operating expenses. Estimates are that the potential net increase 
would be “relatively small” (Bureau of the Budget); ‘approximately 
37 percent”? (Federal Home Loan Bank Board); and ‘50 percent”’ 
(United States Savings and Loan League). 

Promoting public confidence.—It does not appear that there is any 
lack of public confidence in a savings industry which attracted over 
$8% billion in total assets by 1945 and which by the end of 1955 had 
increased those assets, principally through increased savings, to 
almost $38 billion. 


’ 






PART IV. ISSUES NOT PERTINENT TO SEPARATION 


Other suggestions have been made which relate to the present 
operations of the FHLBB, but which have no real connection with 
the problem of separation. Such recommendations could legitimately 
have been made even if separation were not an issue. 

Federal Home Loan Bank Board responsibility for maintaining 
sound credit conditions.—Describing what it felt to be the primary 
purpose of the Federal Home Loan Bank Board, the Bureau of the 
Budget suggests that the Board’s responsibility for maintaining 
sound credit conditions and for preventing excessive use of credit in 
inflationary periods should be emphasized and clarified by specific 
reference, presumably in an appropriate statute. If inflationary 
forces are present in the economy to an extent that corrective action 
by the Federal Reserve Board and other credit agencies is necessary, 
the Home Loan Bank Board should also participate in credit resiric- 
tions. When general inflation influences the economy, a united 
front presented by all credit institutions is needed to prevent a break- 
through in any of the credit areas involved. 

While there was no doubt that the Home Loan Bank Board should 
maintain sound credit conditions and prevent excessive use of credit, 
judgments may and often do differ as to what is sound and what is 
excessive. Recent actions by the Federal Reserve Board have 
reduced the supply of credit available generally and made credit more 
expensive. These actions taken in an attempt to control inflation 
generally have had a disproportionately severe effect upon housing 
credit. Administration actions taken on September 20, 1956, recog- 
nized this and attempted to alleviate the effect of general credit 
restrictions on the home mortgage market. 

The Housing Subcommittee, of course, is, and has been in the past, 
vitally interested in securing an adequate supply of mortgage financing. 
It has also questioned the wisdom of general credit controls especially 
when those controls disproportionately affect the flow of funds imto 
the residential construction field. The subcommittee has been 
anxious to eliminate the boom and bust psychology so prevalent in 
mortgage financing, and has in fact held hearings on the subject and 
recommended legislation which was subsequently passed by the 
Senate. 

The present study, however, does not include within its scope the 
vastly complicated problem of credit controls and the sufficiency 
of mortgage credit. If the Bureau of the Budget, which made this 
suggestion, feels that additional statutory language is necessary to 
clarify the Board’s responsibility for maintaining sound credit condi- 
tions, it should make some recommendations along these lines during 
the coming legislative year. 

Examination of insured State chartered institutions.—The Division of 
Examination of the Federal Home Loan Bank Board (under the auth- 
ority of title IV of the National Housing Act, as amended) and State 
authorities conduct joint examinations of insured State-chartered 
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associations. These examinations are based on general agreements 
between the Board and State authorities. {[n general the Board has 
allowed State authorities to determine when and in what manner 
examinations of insured State-chartered associations are to be under- 
taken. State agents are also in charge of the joint examination teams 
in many cases. In a few States this practice has tended to handicap 
Federal examiners. Some administrative action or legislative enact- 
ment is needed to insure that Federal examiners will not be handi- 
capped in making examinations aimed at protecting Federal interests. 

This criticism of the Bank Board’s examining procedures is illus- 
trated by the Commonwealth Building & Loan Association case of 
Norfold, Va. With respect to this association, inadequate examina- 
tion procedures resulted in the embezzlement of $2,887,000 by an 
employee of the subject association. The Home Loan Bank Board 
was requested to report on this case and to indicate what action had 
been taken to correct the weaknesses and defects in policy as revealed 
by that case. The following letter from the Chairman of the Board 
describes the corrective action taken: 


FreperaAL Home Loan Bank Boarp, 
Washington, D. C., October 5, 1956. 
Mr. Jack CarTER, 
Staff Director, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. Carrer: You have requested a statement with respect 
to the examining policies and eae in effect at the time of the 
special examination of the Commonwealth Building & Loan Associa- 
tion of Norfolk, Va., as of December 16, 1955, and have asked for a 
summary of actions taken since that date to correct weaknesses and 
defects in policy or procedure as revealed in that case. 

After inquiry into this matter I have been informed as follows: 

State-chartered insured associations are subject to examination and 
supervision by State authorities who have the responsibility for super- 
vision of the associations’ compliance with State laws and regulations. 
These associations, because of insurance of accounts, are also subject 
to examination by the Federal Home Loan Bank Board, which exer- 
cises supervision to the extent provided by title IV of the National 
Housing Act and the rules and regulations made thereunder. Most 
of the Board’s examinations of State-chartered insured associations 
are made jointly with the State authorities. 

When the Board adopted the Manual of Examining Procedure, it 
was intended that this procedure and related instructions should apply 
to both Federal and State associations. However, beginning in 1943, 
4 years prior to the reestablishment of the Board under Reorganization 
Plan No. 3 in 1947, there was a deemphasis on our examining and 
supervisory responsibilities in State-chartered insured associations. 
State authorities at that time were offered the opportunity of having 
their examinations accepted by the Board without the participation 
of Federal examiners. Most State departments did not accept the 
plan, but this expression of Board policy with respect to placing greater 
reliance on State examination and supervision definitely affected the 
examining procedure and method of reporting in joint examinations. 

The examinations of State associations in Virginia, including the 
Commonwealth Building and Loan Association of Norfolk, generally 
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were made jointly with the Virginia Bureau of Banking. During the 
period in question the State of Virginia had either 1 or 2 examimers 
engaged in savings and loan examinations. There was objection on 
the part of the Virginia staff. to our having a substantially larger 
number of Federal examiners on joint examinations. As a result of 
this situation, there was inadequate control of the association’s 
accounts and records not only at the beginning of the examination 
but throughout the examination. Without proper control, the pro- 
cedures upon which we rely, particularly with respect to the integrity 
of accounts, were ineffective. In other words, the procedures which 
we then considered and still consider sound could not be applied as 
intended and therefore did not accomplish the purposes for which 
they were devised. In addition, since a single report was prepared 
by the two examining groups, the comments reflected only those 
matters which could be agreed upon by both examiners in charge. 
This obviously limited the scope and method of reporting. Develop- 
ments during the course of the special examination of the Common- 
wealth Building and Loan Association disclosed that the surprise 
element upon which we rely was not strictly maintained, apparently 
due to the policy followed by the Virginia department in the schedul- 
ing of examinations. 

The Board requested its Division of Examinations to make an 
analysis of the examining policies and procedures to determine weak- 
nesses in the existing program. It was also requested that the joint 
examination programs in all States be reviewed and that the Board be 
furnished a report with such recommendations as seemed advisable 
to correct deficiencies. Such a report was made to the Board on 
April 16, 1956. After a number of discussions as to the various 
programs and the proposals for revision of policy and procedure, the 
Board, on June 6, 1956, approved the following basic requirements 
with reference to joint examinations: 

That on all joint examinations there be a sufficient number 
of examiners to establish and maintain adequate examining 
controls and that, so far as practicable, there be an approxi- 
mately equal number of State and Federal examiners on each 
joint examination ; 

2. That procedures as recited in the Manual of Examining Pro- 

cedures be followed either by both State and Federal examiners 

that there be no restrictions as to adherence to such pro- 
cedures by the Federal examiners; 

That there be no limitation on either the State examiners or 
the Federal examiners as to the inclusion in the examination 
report of factual information which they deem important from an 
examining or supervisory standpoint; and 

4. That the element of surprise be maintained in commencing 
examinations. 

Although the study revealed that relations with most of the State 
departments were entirely satisfactory, there was a limited number of 
States, including Virginia, where definite changes were necessary. 
Furthermore, in order to eliminate the possibility of a deterioration 
of the program in any State, it was agreed that authorities in all 
States should be advised of the Board police: y. Incidentally, the policy 
of accepting State reports without ee en by Federal examiners 
had been discontinued effective July 1, 1955. The district chief 
examiners were advised of the Board’s requirements as to joint 
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examinations and were requested to confer with the appropriate 
authorities in each State in their districts. These instructions were 
issued to the chief examiners on June 14, 1956, and since that date 
joint examination programs which were not entirely satisfactory and 
in accordance with these requirements have been revised or are 
presently being considered by the Board to effect changes which will 
bring them into conformity with Board policy. The Board has made 
it quite clear that if a State refuses to cooperate in meeting the 
established standards, separate independent examinations will be 
made by the Board’s examiners of insured associations in that State. 

These corrective actions cover basic policy and procedure with re- 
spect to the conduct of joint examinations. However, the question 
of examining and auditing procedure has not been ignored. Upon 
completion of the examination of the Commonwealth Building & Loan 
Association, the examiner-in-charge submitted a report setting forth 
his conclusions as to the adequacy of prescribed procedures in the 
light of disclosures in the Commonwealth case. An analysis of the 
facts and related procedures was made by the Division of Examina- 
tions and by the district chief examiners. A committee of chief exam- 
iners will meet with the Director of the Division of Examinations dur- 
ing the week of October 29 to discuss recommendations for amend- 
ment of the Manual of Examining Procedure and related instructions. 
It appears, however, at this point that no major revision of procedure 
isnecessary. As previously explained, the fault in the Commonwealth 
case was not in the detailed examining and auditing procedures but 
rather in the ineffectiveness of the control and application of such 
procedures as the result of the joint examination program and policy. 
Nevertheless, changes, even though minor, will be effected where the 
procedure can be strengthened. Such procedural changes will be 
applicable to both Federal and State examinations. 

The Board, as explained, has taken action to insure that sound 
examining and auditing policy and procedure be followed in the 
examinations of all insured associations, both Federal and State. 

If there is any further information you need in this matter please 
do not hesitate to let me know. 

Sincerely yours, 
ALBERT J. Ropertson, Chairman. 

Supervision of member associations.—The Federal Home Loan Bank 
Board’s supervisory authority is exercised through a Division of Ex- 
aminations and a Division of Supervision. The Division of Examina- 
tions is by far the largest in number of personnel, having over 400 
employees. Most of these employees are located within the 11 bank 
districts where the examinations of local savings and loan associations 
are performed. Each district has a chief examiner whose office is in 
quarters adjacent to the home-loan bank for the district. The 
Division of Supervision is composed of a supervisory agent in each 
district, and a small staff in Washington, D. C., headed by a Director 
of the Division. 

Each of the 11 home-loan banks is headed by a president and a 
board of directors. In the past, each bank has had 12 directors on 
its board (recent legislation provides that certain banks may have 
more than 12). Eight of these directors are elected by local associa- 
tions, and four are appointed by the Federal Home Loan Bank Board. 
These directors elect an individual as president and the Board may, 
and usually does, approve such election. Each home-loan bank 
president automatically serves as supervisory agent for his district. 
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When an examiner completes his examination of a local association, 
he furnishes a written report to the chief examiner for the district. 
Copies of these examination reports are forwarded to the supervisory 
agent of the district who is also the home-loan bank president, and 
to the Division of Examinations in Washington. It is the responsi- 
bility of the supervisory agent to review these examinations and to 
take supervisory action. This action usually consists of recommending 
corrective action, where necessary, to the local association. 

The vast majority of supervisory actions are taken by the super- 
visory agent who also is the local home-loan bank president, but in 
difficult or complicated cases, the Director of the Division of Super- 
vision in Washington may counsel with the supervisory agent or 
intervene and deal directly with the local association. 

The Division of Examinations is the factfinding arm of the Federal 
Home Loan Bank Board. Once the facts with respect to the financial 
condition, operations, and policies of a local association have been 
determined and reported, the Division of Examinations’ function is 
completed and the Division of Supervision in the person of the super- 
visory agent or the Director of the Division of Supervision recommends 
and takes corrective action, where necessary. 

Two major criticisms are made with respect to the Board’s exam- 
ination and supervisory functions. First, as the Bureau of the Budget 
and the General Accounting Office point out, the bank presidents who 
act as supervisory agents are recommended by the board of directors, 
a majority of whom are elected by the member associations, i. e., the 
organizations which are to be supervised. It is argued that the 
selection of supervisors, even indirectly, by the associations to be 
supervised may create the possibility of a conflict of interest. Both 
the United States Savings and Loan League and the National Savings 
and Loan League take the position that the duties of a bank president 
are sufficiently important to require the full services of any individual 
so appointed. They raise the question whether an individual can 
or should perform as a bank president while at the same time acting 
as a supervisory agent. It is argued that a bank president should be 
concerned solely with the duty of operating his bank. The interests 
of a supervisory agent pertain to the proper operation of local asso- 
ciations and may at times conflict with the interests of a bank 
president. 

Secondly, it is noted that while the examining procedures of the 
national-bank system are similar in certain respects to those of the 
FHLB System, there are substantial differences. National-bank 
examiners are located in each of the 12 national-bank districts. These 
examiners report directly to a chief examiner of each of the 12 districts 
who, in turn, report to the Chief of national-bank examiners in Wash- 
ington. Supervisory actions are then initiated as an integral part of 
the examining process. This is in contrast to the FHLBB system, 
wherein the examining function and the supervisory function are 
separate. 

Adequacy of reserves of the FSLIC.—The ratio or percentage of 
capital and reserves of the Insurance Corporation to potential liability 
as of June 30, 1945, was 3.3 percent. The reduction to 0.7 percent as 
of June 30, 1956, was primarily occasioned by the unusual growth 


experienced by insured associations as evidenced by the schedule set 
out below: 
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All insured associations 


June 30, 1945 June 30, 1956 


i ; ‘ $4, 787, 000, 000 | $31, 865, 516, 000 


DON. a eerie ny eqn dep hpererignpegin alm eget 3, 434, 000,000 | 30, 856, 347, 000 
ROI. on ann nul edad wb edad ioded Adidas Ddchbandcidhsdiod bs _| 5, 550,000,000 | 36, 937, 053, 000 
General reserves and undivided profits _- i pieins to baccigielinciecies winekinaed 356, 000, 000 2, 425, 884, 000 


Other contributing factors to the reduced percentage were (1) the 
reduction in premium rate from one-eighth of 1 percent to one-twelfth 
of 1 percent, effective June 27, 1950, and (2) the provisions made for the 
gradual retirement of the Corporation’s capital stock, effective as of 
the above date, through the application of one-half of our net earnings 
each year, subject capital stock having been reduced from $100 million 
to $40,971,000 as of June 30, 1956. 

It will be noted that in the 11-year period referred to the insured 
associations increased dollarwise their general reserves and undivided 
profits from $356 million to more than $2,400 million, and this of course 
would constitute the first line of defense in absorbing any losses occa- 
sioned by economic difficulties or otherwise. The ratio of reserves and 
undivided profits as of June 30, 1945, and June 30, 1956, are also set out 
below: 








Ratio of reserves and undivided profits to— | June 30, 1945 | June 30, 1956 

Percent | Percent 
Assets- TiS een te chee hans Oat tobias : ee 6. 46 | 6. 57 
Mortgage loans... eee cal aS Rie Meee i eS ce | 10. 37 | 7. 86 
Ee eee 7. 44 | 7. 61 
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The question of reserves, although of vital interest to the public and 
to the Congress, has no proper place in a discussion concerned with 
separation of the FHLBB and the FSLIC. The level of the reserves 
to be maintained is set by the Congress. _ If the Bureau of the Bud- 
get has determined that FSLIC reserves are not adequate, it has the 
duty and responsibility to recommend to the Congress on behalf of 
the administration the legislative changes necessary to correct the 
situation. 

To date no such recommendation has been received. Before the 
House Committee on Executive and Legislative Reorganization, Mr. 
Percival Brundage, Director, Bureau of the Budget, testified that 
there was no dangerous situation with respect to the reserves of the 

FSLIC, that he did not know whether reserves were too low or not, 
and that he did not at that time (June 26, 1956) recommend that 
reserves be increased. 

Additional issues.—Many other suggestions were received from 
individuals and organizations responding to the questionnaire sent 
out by the staff. While all these suggestions are concerned with the 
policies or operations of the Federal Home Loan Bank System, they 
are generally unrelated to the question of independence of the FSLIC. 
For this reason, and because of the limited time available to the staff, 
this report does not attempt to evaluate these additional suggestions. 
It is desirable, however, that the suggestions be studied by the FHLBB 


in preparation for consideration during future hearings of the sub- 
committee. 





PART V. SUMMARY AND CONCLUSIONS 


This staff report has been prepared pursuant to the direction of the 
chairman. In its preparation, the staff studied Reorganization Plan 
No. 2 of 1956, the President’s message which accompanied that plan, 
the hearings of the House Subcommittee on Executive and Legislative 
Reorganization, House Report No. 2599 issued pursuant to those 
hearings, hearings of the Senate Subcommittee on Reorganization, and 
Senate Report No. 2388 issued pursuant to those hearings. 

In addition, questionnaires have been forwarded to the following: 

United States Savings and Loan League 
National Savings and Loan League 

Bureau of the Budget 

Citizens’ Committee for the Hoover Report 
Federal Home Loan Bank Board 
Comptroller General of the United States 
Each president of the home loan banks 

Answers to each of these questionnaires have been received. 
Numerous interviews have been held with officials of the various 
Government agencies concerned, including members of the Federal 
Home Loan Bank Board, operating personnel of the Board and 
FSLIC, the boards of governors of the United States Savings and 
Loan League and the National Savings and Loan League. 

- he followi ing conclusions are base d upon this study : 

The desirability for separating the FSLIC and the FHLBB has 
— been established and such se paration is not warranted. 

2. One reason for recommending Reorganization Plan No. 2 ap- 
peared to be an underlying uneasiness and concern over the increased 
size of the savings and loan industry. 

The size of insured liabilities is not pertinent to the question of 
independent status for the FSLIC. Nor can it properly be used as 
an argument to support curtailment of the savings and loan industry. 
The basic soundness of the system, the adequacy of reserves, the 
adequacy of the chartering, insuring, examining, and supervising func- 
tions, in accordance with existing law—and not the size of the liabil- 
ity—are the criteria by which the program should be judged. 

3. The Bureau of the Budget, which advocated clarification of the 
Board’s responsibility for maintaining sound credit conditions “by 
specific reference’ in the statute, should on behalf of the administra- 
tion furnish to the Housing Subcommittee at an appropriate time 
legislative language to accomplish this purpose. 

4. The Federal Home Loan Bank Board, by administrative action 
(or by legislative recommendation, if necessary), should acquire suffi- 
cient authority to require that examinations of insured State associa- 
tions are conducted in a manner similar to the examinations of 
federally chartered associations so as to assure the Board of the finan- 
cial soundness of the institutions and prevent losses such as that 
occurred in Norfolk, Va.! 


1 See FHLBB letter of Oct. 5, 1956, p. 21. 
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5. The Home Loan Bank Board should take appropriate steps to 
provide itself with a staff of competent supervisory agents responsible 
to the Board and divorced from any connection with the institutions 
being supervised. It is recognized that an adequate staff of super- 
visory agents cannot be acquired and trained within a brief period 
and it is, therefore, recommended that the Board, in consultation 
with the Congress, establish a reasonable time limit within which 
this proposal can be accomplished. The possibility of combining the 
examination function with the supervisory function should also be 
explored. 

6. The Bureau of the Budget, which raised the question of the 
adequacy of reserves of the FSLIC, should state formally on behalf 
of the administration whether in its opinion the present reserves are 
adequate, and should forward to the Housing Subcommittee at the 
earliest practicable time recommendations for increasing those reserves 
if they are considered inadequate. 

7. The FHLBB should examine carefully the recommendations for 
basic policy changes and improvement of internal operations submitted 
by interested groups and contained in this report, and should be 
prepared to discuss these recommendations at subsequent hearings. 
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APPENDIX 


{[Doc. No. 406, 84th Cong., 2d sess.] 


MerssAGE From THE PRESIDENT OF THE UnitTeD States TRANSMIT- 
TING REORGANIZATION PLAN No. 2 or 1956, PuRSUANT TO THE 
REORGANIZATION Act oF 1949, As AMENDED 


To the Congress of the United States: 

I transmit herewith Reorganization Plan No. 2 of 1956, prepared in 
accordance with the provisions of the Reorganization Act of 1949, as 
amended. The reorganization plan is designed to provide the Federal 
Savings and Loan Insurance Corporation with its own management, 
independent of the Federal Home Loan Bank Board. This organiza- 
tional change accords with a recommendation of the second Commis- 
sion on Organization of the Executive Branch of the Government. 

The management of the Federal Savings and Loan Insurance Cor- 
poration has been merged with and identical to that of the Federal 
Home Loan Bank System since the Corporation was established in 
1934. It may well be that this identity of management was useful 
during the formative years of the Federal Home Loan Bank System 
and of the program of the Federal Savings and Loan Insurance Cor- 
poration. I am satisfied, however, that the time has come to separate 
the two agencies. Reorganization Plan No. 2 of 1956 establishes 
separate from the Federal Home Loan Bank Board, a new board of 
trustees of the Federal Savings and Loan Insurance Corporation; 
vests the management of the Corporation in that board of trustees; 
and makes appropriate transfers of the functions of the Federal Home 
Loan Bank Board to the board of trustees and to the Corporation. 

The present responsibilities of the Federal Home Loan Bank Board 
are principally (1) supervision and regulation of the 11 home-loan 
banks established pursuant to the Federal Home Loan Bank Act of 
July 22, 1932, and of member institutions thereof, (2) chartering, 
supervision, and regulation of Federal savings and loan associations, 
under the Home Owners’ Loan Act of 1933, and (3), beginning in 1934, 
management of the Federal Savings and Loan Insurance Corporation, 
together with related supervision and regulation of insured institutions. 

The reorganization plan is directed at the third of the foregoing, 
which is essentially a responsibility for the insurance of individual 
accounts in institutions of the savings and loan type, including con- 
comitant supervision and regulation of insured institutions. Thus, 
the Federal Home Loan Bank Board will retain both its original 
functions relating to home-loan banks and their member institutions, 
and its functions, under the Home Owners’ Loan Act, of chartering, 
supervision, and regulation of Federal savings and loan associations. 

The financial soundness of the insurance program of the Federal 
Savings and Loan Insurance Corporation is of major and increasing 
interest to the Government. Under the law the Treasury may be 
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called upon to purchase up to $750 million in obligations of the 
Corporation. The volume of savings insured by the Corporation 
has increased nearly sixfold in the last 10 years and now stands at 
approximately $28 billion. 

In its audit reports submitted to the Congress from time to time 
the General Accounting Office has questioned the desirability of 

ermitting an agency having the authority to promote and charter 
Ratel savings and loan associations, which are required by law to 
be insured, also to administer the insurance underwriting. The 
General Accounting Office has stated that experience has shown that 
the responsibility for those functions are inherently conflicting and 
has recommended that the Congress consider separating the Federal 
Savings and Loan Insurance Corporation from the Home Loan Bank 
Board. The second Commission on Organization of the Executive 
Branch of the Government, in its report to the Congress on the subject 
of lending agencies, stated that there should be a clear separation of 
the management of the two agencies. 

I am persuaded that separation of the two programs will enhance 
the quality of the management of the Corporation. It will promote 
continuing public confidence in the savings and loan insurance pro- 
gram, and will better safeguard the interests of the Corporation and 
of the Treasury in minimizing the danger of losses arising from the 
contingent insurance liability. 

The primary responsibility of the Federal Home Loan Bank Board 
will continue to be the encouragement of local thrift associations and 
the maintenance of a stable flow of funds for home financing by 
its member institutions. The reorganization plan will enhance the 
Board’s ability to perform these functions by relieving it of its present 
conflicting responsibility for administering Federal insurance of savings 
and loan associations. 

Reorganization Plan No. 2 of 1956 provides that the Chairman of 
the Federal Home Loan Bank Board shall be 1 of the 3 members of 
the Board of Trustees of the Federal Savings and Loan Insurance 
Corporation. That arrangement is considered desirable to foster 
coordination of the policies of the Corporation and of the Federal 
Home Loan Bank Board. Moreover, the arrangement corresponds 
generally to the interrelationship of the Federal Deposit Insurance 
Corporation, which insures deposits of commercial banks, and the 
Comptroller of the Currency, who charters and supervises national 
banks and is a member of the Board of Directors of that Corporation, 
but does not otherwise control it. 

Relationships of the Federal Savings and Loan Advisory Council 
will be affected by the reorganization plan to the extent that the 
Council will confer with the Corporation, in lieu of the Federal Home 
Loan Bank Board, on special conditions affecting the Corporation, 
and also will direct to the Corporation those of the Council’s recom- 
mendations and requests for information which pertain to the Corpora- 
tion. The plan does not otherwise affect the Council or the functions 
of the Federal Home Loan Bank Board with respect to the Council. 

After investigation I have found and hereby declare that each 
reorganization included in Reorganization Plan No. 2 of 1956 is 
necessary to accomplish one or more of the purposes set forth in sec- 
tion 2 (a) of the Reorganization Act of 1949, as amended. I have also 
found and hereby declare that it is necessary to include in the accom- 
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panying reorganization plan, by reason of reorganizations made 
thereby, provisions for the appointment and compensation of officers 
as therein provided. The rates of compensation so fixed are those 
which I have found to prevail in respect of comparable officers in the 
executive branch of the Government. 

I believe that the reorganizations made by the Reorganization 
Plan No. 2 of 1956 will in the long run tend to reduce expenditures 
of the Government by reason of the more effective protection of the 
Government’s large financial interest in the affairs of the Federal 
Savings and Loan Insurance Corporation and of the institutions 
insured by the Corporation. It is not practicable, however, to 
itemize at this time the reduction in expenditures which it is probable 
will be brought about by the taking effect of the reorganizations 
included in the reorganization plan. There will be a modest increase 
in the overall operating expenses of the Corporation and of the Federal 
Home Loan Bank Board, which are financed from the recipts of 
assessments, fees, premiums, and investment income of the Corpora- 
tion and of the Board, and not from ordinary Government appropria- 
tions. 

The insured institutions, the holders of insured accounts, and the 
Federal Government all have a vital stake in the insurance program of 
the Federal Savings and Loan Insurance Corporation. Reorganiza- 
tion Plan No. 2 of 1956 will substantially benefit all of them. I urge 
the Congress to allow the reorganization plan to become effective. 

Dwicut D. E1iseNHOWER. 

THe Waite Hovse, May 17, 1956. 





REORGANIZATION PLAN NO. 2 OF 1956 


Prepared by the President and transmitted to the Senate and the House of Rep- 
resentatives in Congress assembled, May 17, 1956, pursuant to the provisions 
of the Reorganization Act of 1949, approved June 20, 1949, as amended 


FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


Section 1. Board of trustees —(a) There is hereby established the 
board of trustees of the Federal Savings and Loan Insurance Corpo- 
ration (hereinafter referred to as the board of trustees). 

(b) The board of trustees shall be composed of three members as 
follows: (1) two members, each of whom shall be appointed by the 
President by and with the advice and consent of the Senate and 
receive compensation at the rate now or hereafter prescribed by law 
for the chairman of the Federal Home Loan Bank Board, and (2) the 
chairman of the Federal Home Loan Bank Board, ex officio. The 
President shall from time to time designate to be the chairman of 
the board of trustees one of the appointive members thereof. 

Src. 2. Transfer of functions.—(a) There are hereby transferred 
to the board of trustees all functions of the Federal Home Loan Bank 
Board, including all functions of the chairman thereof, with respect 
to directing and operating the Federal Savings and Loan Insurance 
Corporation (hereinafter referred to as the Corporation) and with 
respect to the appointment and the fixing of compensation of officers, 
employees, attorneys, and agents of the Corporation. 
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(b) Except as transferred by the provisions of section 2 (a) of this 
reorganization plan, and exclusive of the function of granting approval 
required under section 406 (a) of title [V of the National Housing Act, 
as amended (12 U. 8. C. 1729 (a)), which function of approval shall 
remain with the Federal Home Loan Bank Board, all functions of that 
Board provided for in the said title IV, including all functions of any 
member or agent of that Board so provided for, and all other functions 
vested in or performed by that Board by reason of its responsibility 
to or for the Corporation, are hereby transferred to the Corporation. 

Src. 3. Status of the Corporation; authority of the President.—(a) The 
Corporation, including the board of trustees, shall hereafter be sep- 
arate from and, except as provided in section 2 (b) of this reorganiza- 
tion plan in regard to approval required under section 406 (a) of title 
IV of the National Housing Act, as amended independent of the 
Federal Home Loan Bank Board; but nothing herein shall preclude 
the Corporation or the Federal Home Loan Bank Board, in respect 
of their respective functions after the provisions of this reorganization 
plan take effect, from utilizing the information, services, and facilities 
of the other under interagency arrangements authorized or permitted 
by law. 

(b) The Corporation, including the board of trustees and all 
matters under the jurisdiction of the board of trustees, shall be 
subject to the direction and control of the President of the United 
States. 

Sec. 4. /neidental transfers.—(a) All assets, liabilities, contracts, 
commitments, property, records, personnel, and unexpended balances 
of appropriations, allocations, and other funds (including authoriza- 
tions and allocations for administrative expenses), available or to be 
made available, of the Corporation shall remain with the Corporation. 

(b) So much of the assets, liabilities, contracts, commitments, 
property, records, personnel, and unexpended balances of appropri- 
ations, allocations, and other funds (including authorizations and 
allocations for administrative expenses), available or to be made 
available, of the Federal Home Loan Bank Board as the Director of 
the Bureau of the Budget shall determine to relate primarily to the 
Corporation or to its functions (including the functions vested in the 
Corporation by statute, the functions transferred to the Corporation 
by the provisions of this reorganization plan, and the functions trans- 
ferred to the board of trustees by the provisions of this reorganization 
plan) shall be transferred from the Federal Home Loan Bank Board to 
the Corporation at such time or times as the said Director shall direct. 

(c) Such further measures and dispositions as the Director of the 
Bureau of the Budget shall determine to be necessary in order to 
effectuate the transfers provided for in this section shall be carried out 
in such manner as the Director shall direct and by such agencies as he 
shall designate. 

Sec. 5. Effective date-—The provisions of sections 2, 3, and 4 of this 
reorganization plan shall take effect on the first day following the day 
on which the second of the two appointive members of the board of 
trustees first appointed under this reorganization plan enters upon 
office as such member. 














+ ho Ee 


re ne 





A STUDY OF RELATIONSHIPS 33 


S. Res. 291, 847H CONGRESS, 2D SESSION 
RESOLUTION 


Resolved, That the Senate does not favor the Reorganization Plan 
Numbered 2 of 1956 transmitted to Congress by the President oa 
May 17, 1956. 





H. Res. 541, 847nH CoNnGrREsS, 2D SESSION 


RESOLUTION 


Resolved, That the House of Representatives does not favor the 
Reorganization Plan Numbered 2 transmitted to Congress by the 
President on May 17, 1956. 


QUESTIONNAIRE 


Questions relating to the Federal Home Loan Bank System in general 


1. State your opinion of the primary purposes of the FHLBB and 
of the FSLIC under existing law and administration. 

2. State your opinion of what these primary purposes should be, 
if in your opinion they should be changed. 

3. State your understanding of the present functions and relation- 
ships of the FHLBB and the FSLIC. 

4. Give any recommendations you may have for changing the 
functions or relationships of the FHLBB and the FSLIC. 

5. State any recommendations you may have with reference to the 
following activities: 

(a) Chartering of new Federal associations. 

(6) Establishment of branch offices. 

(c) Formulation and promulgation of regulations, legal opinions, 
and Board decisions. 

(d) Processing applications for insurance. 

(e) (1) Liaison between the Board and the regional banks. (2) 
Liaison between regional banks and member institutions. 

) Present supervisory procedures both with respect to FHLBB 

and regional banks. 

(g) Coordination of policies by the FHLBB with other governmental 
agencies, including the Treasury and the Federal Reserve Board. 


Questions relating specifically to the desirability for separate management 
of FHLBB and FSLIC 

1. What are the advantages and disadvantages of creating separate 
management for the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation? 

2. Does the existing identity of management contribute to or 
detract from the purpose of protecting deposits? 

3. In what ways would separate management of the Board and the 
Corporation promote public confidence in the savings and loan insur- 
ance program, or safeguard the interests of the Corporation and of the 
Treasury? 
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4. What evidence can be cited to illustrate the contention that the 
existing identity of management is less desirable at the present time 
than it has been since the creation of the Insurance Corporation? 

5. In considering the relationship between the Board and the Cor- 
poration, of what significance is the $750 million borrowing authority 
of the Corporation? 

6. Does the present identity of management contribute to or detract 
from the Board’s ability to encourage local thrift associations? 

7. What are your best estimates of changes in operating expenses 
which would result from separate management of the Board and the 
Corporation, both long-range and short-term changes? | 

8. In what ways would separate management tend to reduce ex- 
penditures of the Federal Government as a whole in the long run? 

9. If it is your conclusion, based upon your answers to the foregoing 
and any other considerations, that some change should be made in the 
relationship between the FHLBB and the FSLIC, what are your 
recommendations for change and how may such change be accom- 
plished? 

























REPLIES TO QUESTIONNAIRE 


FrepERAL Home Loan Bank Boarp, 
Washington, D. C., September 14, 1956. 





Hon. Joun R. SPARKMAN, 
United States Senate, Washington, D. C. 

Dear SENATOR SPARKMAN: In compliance with the request con- 
tained in your letter of August 14, 1956, there are submitted here- 
with the views of this Board with respect to “Questions relating to 
the Federal Home Loan Bank System in general” and “Questions 
relating specifically to the desirability for separate management of 
the Federal Home Loan Bank Board and the Federal Savings and 
Loan Insurance Corporation,’ together with ‘‘Additional data’”’ which 
you also requested concerning promotional activities of the Board 
from its inception to the present time. 

There are transmitted herewith functional charts of the Federal 
Home Loan Bank Board and the Federal Savings and Loan Insur- 
ance Corporation and financial statements of the Board, the Federal 
Savings and Loan Insurance Corporation and the regional banks. 
The statement of the background and history of the Board and the 
Federal Savings and Loan Insurance Corporation and the operational 
charts which were also requested are in the process of preparation 
and are expected to be ready for delivery to Mr. Carter within the 
next few days. 

For purposes of clarity, answers to the various questions appear in 
same order as the questions were presented in your letter. 

























QUESTIONS RELATING TO THE FEDERAL HOME LOAN BANK SYSTEM IN . 
GENERAL 












1. The primary purposes of the Federal Home Loan Bank Board 
and the Federal Savings and Loan Insurance Corporation may be 
stated in summary as being to serve the public interest through the 
encouragement of thrift and homeownership throughout the Nation. 
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More specifically, the purposes of the Federal Home Loan Bank 
Board are— 

(a) To assure the sound conduct and public usefulness of the 
Federal Home Loan Bank System as a nationwide central reserve 
credit system for the privately owned thrift and home-financing 
institutions comprising its membership. 

(6) To provide convenient and safe means for people to save 
their money and to obtain economical home financing through 
the establishment and sound operation of privately owned and 
locally managed Federal savings and loan associations. 

The purpose of the Federal Savings and Loan Insurance Corporation 
is — 
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(a) To encourage and safeguard the practice of thrift and to 

promote home ownership throughout the Nation by insuring the 
safety of the people’s savings in Federal savings and loan asso- 
ciations and in State-chartered savings and loan institutions that 
qualify for such insurance. 
li 2. In the opinion of the Board there should be no change in the 
purposes for which these two organizations were originally established. 
It is believed that Federal and insured State-chartered associations 
operating within the framework of these broad principles are capable 
of performing maximum community services in connection with thrift 
and economical home financing. This belief is further confirmed by 
the fact that during the calendar year 1955 approximately 37 percent 
of home financing was provided by the savings and loan business. 

3. All of the operations of the Federal Savings and Loan Insurance 
Corporation are the responsibility of the Federal Home Loan Bank 
Board; however, the Board is responsible for many other activities 
which do not involve the operations of the Federal Savings and Loan 
Insurance Corporation. With this in mind, the functions of the 
Board which are of no direct responsibility of the Corporation are: 
Supervision and examination of the district Federal home-loan banks; 
issuance of consolidated obligations and approval of the rates and 
terms of such obligations; to charter, regulate, examine, and supervise 
Federal savings and loan associations; approval or disapproval of 
applications for membership in the Federal Home Loan Bank System 
submitted by any building and loan association, savings and loan 
association, cooperative bank, homestead association, insurance com- 
pany, or savings bank; in cooperation with various State supervisory 
departments, examine and supervise State-chartered associations 
which are members of the Federal Home Loan Bank System; coordi- 
nate credit and financial policies of the Board with other interested 
departments and agencies of the Government; initiate legislative pro- 
posals and suggestions affecting the Federal Home Loan Bank System, 
Federal savings and loan associations, and the Federal Savings and 
Loan Insurance Corporation. 

Subject to the general executive direction of the Federal Home Loan 
Bank Board, the Federal Savings and Loan Insurance Corporation is 
responsible for the performance of certain major functions, which, as 
previously stated, are likewise responsibilities of the Board. These 
functions involve: Recommendations to the Board as to whether 
applicants for Federal charters meet the standards required for the 
insurance of their accounts; recommendation to the Board of the 
action it proposes should be taken in connection with applications 
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for insurance of accounts received from State-chartered associations; 
take necessary action under existing Corporation authority, and at 
the direction of the Board to prevent default of insured associations 
and to effect settlement, liquidation, or otherwise take over the affairs 
of insured institutions if necessary to protect the interests of the 
shareholders, the public and/or the Corporation. 

4. In view of the fact that the functions of the Board and the 
Corporation are so closely related, and since their objectives are 
wholly consistent and compatible, it is believed that the close integra- 
tion of the Insurance Corporation with the Board should be main- 
tained. 

5. (a) According to information available, there are relatively few 
communities capable of successfully supporting savings and loan 
institutions that do not already have such facilities. This situation, 
of course, changes as the result of shifts in population, movement of 
industry, etc.; however, through the Board’s district supervisors, 
encouragement and assistance is provided all worthy groups in such 
communities in the establishment of local savings and loan facilities. 
Where applications for charters emanating from these areas are 
received that meet the standards necessary to qualify for a charter 
and insurance of accounts, additional facilities are constantly being 
authorized. No change in the present procedure is deemed necessary. 

(6) It is believed that branch offices provide, in many instances, 
needed services to communities that may not otherwise support an 
independent institution or, in more heavily populated areas, provide 
improved services and benefits to a concentration of an existing asso- 
ciation’s customers in a particular area. The Board favors the estab- 
lishment of branches under such conditions provided the parent 
association is well established, the added facility is needed in the 
community, and its establishment will not cause undue injury to 
existing local thrift and home-financing institutions operating in the 
same area. 

(c) Decisions by the Board to change or amend existing regulations 
or institute new regulations are made only after the most careful and 
comprehensive deliberation. This often involves considerable research 
as well as discussion with leaders in the savings and loan business to 
determine the favorable or adverse effect which may result from a 
contemplated regulation. It is only after all relevant information has 
been carefully considered does the Board come to its conclusion as to 
whether or not a proposed regulation shall be issued. Once the decision 
is made, public notice of the Board’s intention is given and all inter- 
ested parties are afforded an opportunity to express any comments 
they wish to make in connection therewith before the regulation is 
finally adopted. In all such cases the Board through its General 
Counsel is informed of the legal implications involved. This policy 
and practice has proved to be satisfactory. No change is recommended. 

(d) Applications for insurance are filed by the applicant with the 
district Federal home-loan bank having jurisdiction over the com- 
munity in which the association is located. These applications are 
reviewed in the bank for sufficiency of information submitted. After 
a thorough investigation and analysis of the application has been 
made, the bank forwards the application together with its recom- 
mendation to the Federal Savings and Loan Insurance Corporation 
for a determination as to whether or not insurance of accounts should 
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be approved. Based upon this determination, the Insurance Cor- 
poration recommends to the Board the action it thinks should be 
taken upon the application. While the time required for processing 
these applications may be accelerated, this can be accomplished by 
administrative action and no legislative action is recommended. 

(e) (1) It is difficult to see how liaison between the Board and the 
regional banks could be improved. The Division of Federal Home 
Loan Bank Operations is in daily contact with all banks with respect 
to matters relating strictly to the operations of the bank. With 
respect to matters dealing with supervision of member institutions 
or matters involving insurance of accounts, the supervisory agent 
has ready access to the Division of Supervision, Division of Savings 
and Loan Operations, and/or the Federal Savings and Loan Insurance 
Corporation. This condition also applies to all matters which officers 
of the banks feel they should take up directly with the Board. 

(2) While the banks maintain continuous liaison with their members 
through personal visits of their supervisory agents to their institutions, 
this is further augmented by group meetings, correspondence, con- 
ventions, etc. The officers and directors of all banks are available 
to any member who wishes to confer concerning the problems of a 
member institution. Liaison in this respect is considered satisfactory. 

(f) Supervisory problems, as a rule, are disclosed through informa- 
tion reported by the examiners. The procedure for handling these 
matters provides for immediate corrective action to be taken by the 
supervisory agents, who are officials of the district bank, with the 
member institution involved with notice by the agent to the director 
of supervision in Washington of the action being taken. However, 
if the analysis of the report of examination discloses serious violation 
of law or regulation or unsafe and unsound management, the agent 
consults with the Director of the Division of Supervision before 
taking action. The Director in all such cases is in close contact with 
the Board, the Insurance Corporation, and the Legal Department. 
Insofar as procedures are concerned, they are satisfactory and well 
coordinated. 

(g) Close coordination is maintained with the Treasury, Federal 
Reserve System, Council of Economic Advisers, and all other depart- 
ments and agencies of the Government concerned with the activities 
and policies of the Federal Home Loan Bank Board. This is accom- 
plished satisfactorily through personal contact and through the ex- 
change of information and periodic statistical data. 


QUESTIONS RELATING SPECIFICALLY TO THE DESIRABILITY FOR SEPA- 
RATE MANAGEMENT OF THE FEDERAL HOME LOAN BANK BOARD AND 
THE FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


The Board is of the opinion that the present organizational 
structure whereby the management of the Federal Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation is the 
responsibility of one authority has many advantages that would be 
lost if there should be a separation of such management. Disadvan- 
tages, such as possible conflicts in regulations, dual supervisory and 
examining responsibility, additional personnel resulting in increased 
cost, delays and added difficulties in providing services to the public 
would result. The confusion on the part of not only the public but 
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also the member institutions in dealing with 2 rather than 1 regulatory 
and supervisory authority would substantially hinder and complicate 
what has heretofore been a sound and efficient operation. 

2. The present identity of management in the opinion of this Board 
contributes substantially to the purpose of protecting deposits. 
Under the present system, the Board has authority to charter newly 
organized Federal savings and loan associations. It also is charged 
with the responsibility for the insurance, up to $10,000 of all savings 
accounts in such associations as well as the responsibility for approving 
applications of State-chartered associations for membership and insur- 
ance of accounts. It is believed that this responsibility imposes 
upon the Board an obligation to determine that all standards appli- 
cable to a sound insurance risk are met before a charter is issued. In 
the opinion of this Board, this system is preferable to any arrange- 
ment whereby imsurance of accounts by the Corporation would be 
mandatory once a Federal charter is granted by a separate agency 
having no responsibility for the insurance risk such actions would 
compel the Corporation to assume. 

Periodic examinations by one group of Federal examiners reportin 
to one supervisory authority assures uniformity of supervision onl 
provides an excellent safeguard against unsafe and unsound practices, 
thereby minimizing the insurance risk. 

3. It would seem that the record growth experienced by savings and 
loan associations over the past 22 years is a clear demonstration of the 
public confidence enjoyed by these institutions. Close collaboration 
when interest and objectives are the same promotes public confidence, 
whereas, separation would tend to create conflicts and thus weaken 
public confidence in: the overall supervision and guidance of the Na- 
tion’s insured savings and loan associations. 

4. No evidence to the Board’s knowledge has been cited to illustrate 
this contention. Here again, experience has demonstrated that by 
virtue of supervisory and insurance authority being vested in one 
Board, difficult solutions in problem cases have been effected to the 
advantage of the investors and the communities affected without 
arousing adverse public reaction. It is doubtful if such a record could 
have been established had there been divided authority over the 
affairs of the members of the Federal savings and loan system and the 
Federal Savings and Loan Insurance Corporation. 

5. The Board fails to see any real significance, because of the present 
relationship between the Board and the Corporation, in the $750 mil- 
lion borrowing authority of the Corporation. Even should there be 
a separation of the Board and the Corporation, the duties and respon- 
sibilities of the management of the Corporation would be the same as 
are presently imposed upon the Federal Home Loan Bank Board. 

6. In the Board’s opinion, the present identity of management con- 
tributes to the encouragement of local thrift associations, for the 
reason set out in question No. 1. 

7. According to our best estimates, the operating expenses of the 
Corporation, in the event of separation, would increase approximately 
37 percent in addition to the intangible expense imposed on the mem- 
ber institutions because of resultant conditions necessarily attendant 
as set forth in answer to question No. 1 without there being a cor- 
responding decrease in the overall costs of operations of the Board. 
This is, of course, an important consideration, and in the Board’s 
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opinion, a valid reason against separation but, even so, it is considered 
of less importance than the disadvantages heretofore mentioned that 
would result in the event of separation. 

8. Inasmuch as no Federal funds are used either by the Insurance 
Corporation or the Board to defray expenses, the question of reducing 
Federal expenditures is not involved. 

9. [tis the Board’s view that no change should be made which would 
alter the present relationship between the Federal Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation. 


PROMOTIONAL ACTIVITIES OF THE FEDERAL HOME LOAN BANK BOARD 


The Home Owners’ Loan Act of 1933 authorized the Board ‘to 
encouraged local thrift and local home financing, and to promote, 
organize, and develop the associations herein provided for or similar 
associations organized under local laws. * * * The sums appro- 
priated and made available pursuant to this section shall be used 
impartially in the promotion and development of local thrift and 
home-financing institutions, whether State of federally chartered.”’ 

There were two types of expenditures authorized by Congress for 
the development of savings and loan associations: 

1. Money provided by Congress for strictly promotional purposes. 

2. Money provided by Congress for investment in shares of Federal 
savings and loan associations and State-chartered insured associations. 

Under the terms of the act, Congress appropriated $150,000 “to 
evable the Board to encourage local thrift and local home financing 
and to promote, organize, and develop the associations herein pro- 
vided for or similar associations organized under local laws * * *.” 
An additional $700,000 was later authorized—$500,000 in April 1934 
and $200,000 in May 1935—for this purpose. 

All expenditures from this total of $850,000 were authorized to be 
taken directly out of the Federal Treasury and the Secretary of the 
Treasury was directed to allocate and make the funds available to 
the Board subject to its call. Under the language of the authoriza- 
tions, the funds were to “remain available until expended.” The 
Board’s calls from these funds totaled $815,943.91, so that there 
remained, when the accounts was closed, an unexpended balance of 
$34,056.09 which was finally transferred to the surplus fund of the 
Treasury. 

The act also authorized $100 million for investment by the Treasury 
to be used in the purchase of shares of Federal savings and loan 
associations. Of this amount, the Treasury actually invested 
$49,300,000. On May 28, 1935, Congress authorized the Home 
Owners’ Loan Corporation to invest $300 million in obligations of the 
Federal home loan banks and shares of Federal savings and loan 
associations and State-chartered insured associations. Of this 
HOLC money, a total of $223,856,710 was invested. 

The Federal Home Loan Bank Board, by resolution of November 8 
1935, directed its Savings and Loan Division to perform extensive 
fieldwork in connection with: 

The admission of applicant institutions to membership in the 
Federal Home Loan Bank System. 

2. The organization of new Federal savings and loan associations; 
and cooperation in their development during the early period of their 
existence. 
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The conversion of existing thrift associations to Federal charter 
and assistance therewith. 

The insurance of accounts by the Federal Savings and Loan 
Insurance Corporation and necessary related services. 

Assistance to the Federal home loan banks and associations in 
supervisory matters. 

These activities were carried on by presenting to the officers and 
directors of thrift and home financing institutions the various facilities 
offered by the Federal Home Loan Bank Board to promote the welfare 
of the associations and to enhance the services they render to their 
respective communities. These personal contacts were made pri- 
marily by the field representatives of the Division, but in many 
instances locally organized groups of thrift institutions invited repre- 
sentatives from the W ashington staff to describe the services to Se 

Field representatives of the Division contacted approximately 57 
institutions each month, resulting in an average coverage of 348 eas 
and towns monthly. Each visit was primarily to explain the ad- 

vantages of me mbership i in the bank system and how it is obtained, or 
the benefits of insurance of accounts and the standards of eligibility, 
or the procedure of converting a State institution to a Federal charter, 
or how, through capital investments by the Home Owners’ Loan 
Corporation in the institution to supplement the local savings, the 
home financing needs of the particular community might be cared for 
sooner. The field representatives also investigated applications to 
organize new Federal savings and loan associations in communities 
not adequately served by thrift and home financing institutions. In 
all of this work, the responsibility of the Division and its active assist- 
ance continued until an association had completed its proposed pro- 
gram and was functioning in a normal manner. 

In addition, the Division took an active part in rehabilitation pro- 
grams for those local thrift and home-financing institutions which were 
unable to qualify under the Board’s standards of eligibility for insur- 
ance or conversion. ‘These programs included financial and corporate 
reorganizations. 

On January 11, 1938, the Savings and Loan Division of the Federal 
Home Loan Board was discontinued and the field services were taken 
over by the officers of the regional Federal home-loan banks. Pro- 
motional activities on the scale previously carried on by the Savings 
and Loan Division were discontinued as practically all of the funds 
appropriated by Congress for that purpose had been expended and the 
fact that the original need for which this activity was started had been 
fulfilled. 

The Board has no future plans for promotional activities. As has 
been stated elsewhere in this report, there are relatively few communi- 
ties that are of sufficient size to successfully support a savings and loan 
association that do not already have such facilities available. Accord- 
ing to our records, the inability of worthy applicants to raise the re- 
quired amount of capital is rarely the reason for a charter not being 
granted. 

Sincerely, 
Water W. McALLISTER, 
Chairman. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
Bureau OF THE BupGert, 
Washington, D. C., September 17, 1956. 
Hon. Joun J. SPARKMAN, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. Cuairman: This will reply to your letter of August 
14, 1956, requesting the Bureau of the Budget’s answers to a series of 
questions relating to the Federal Home Loan Bank System in general 
and specifically to the desirability for separate management for the 
Federal Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation. 

The Bureau’s replies to the questions asked by your committee are 
set forth in an enclosure to this letter. We will be glad to supply any 
further information which your committee may desire in connection 
with its study of the relationships between the Federal Home Loan 
Bank Board and the Federal Savings and Loan Insurance Corporation. 

Sincerely yours, 
PercIVAL BRUNDAGE, 
Iirector. 


Questions RELATING TO THE FEDERAL Home Loan Bank 
SYSTEM IN GENERAL 


State your opinion of the primary purposes of the FHLBB and of the 
FSLIC under existing law and administration 

The primary purpose of the FHLBB, as the controlling agency for 
the Federal Home Loan Bank System, is to assure adequate funds 
for member institutions both to meet emergency withdrawals and to 
provide financing for home construction and purchase to the extent 
consistent with sound operation of both the home loan banks and the 
savings and loan institutions. Thus it provides a credit reservoir for 
savings institutions comparable to the credit facility provided for 
banks by the Federal Reserve System. Similarly, as the agency au- 
thorized to charter and regulate Federal savings and loan associations, 
the primary purpose of ‘the FHLBB is to encourage sound home 
financing through provision for local thrift and home financing in- 
stitutions. 

The primary purpose of the FSLIC, like that of the FDIC, is to 
protect the savings of investors in share-accounts and thus indirectly 
to stimulate a more stable flow of savings into these institutions 
where it will be available for home financing. 


2. State your opinion of what these primary purposes should be, if in 
your opinion they should be changed 

These primary purposes in general appear to be appropriate for 
both institutions. The purpose of the FHLBB might well, however, 
be clarified, as in the case of the Federal Reserve Board, by more 
specific reference to the need for maintaining sound credit conditions. 
Such a clarification should emphasize more adequately the Board’s 
responsibility to prevent excessive use of its credit facilities in infla- 
tionary periods. 
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3. State your understanding of the present functions and relationships 
of the Federal Home Loan Bank Board and the Federal Savings 
and Loan Insurance Corporation 








THE 





FUNCTIONS OF FHLBB AND THE FSLIC 














The FHLBB supervises the operations of the Federal home loan 
banks, approves or disapproves major policies affecting member 
associations and nonmember borrowers, charters, examines and regu- 
lates Federal savings and loan associations and performs all functions 
of the former Board of Trustees of the FSLIC. The FSLIC insures 
share-accounts in Federal and State-chartered associations, examines 
and supervises insured associations, acts to prevent defaults and/or in 
some cases as receiver of associations in default. 

A more extensive catalog of the basic functions of the Board and 
the Corporation is contained in attachment A. In general these 
functions are set forth in the Federal Home Loan Bank Act of 1932, 
as amended, the Home Owners’ Loan Act of 1933, as amended, and 
the National Housing Act of 1934, as amended. 






























RELATIONSHIPS BETWEEN FHLBB AND FSLIC 


The Board and the Corporation are two distinct agencies of the 
Federal Government established under separate statutes, with dis- 
tinct duties, powers and responsibilities even though they deal to a 
large extent with the same group of financial institutions. The man- 
agement of both agencies has been vested in the Federal Home Loan 
Bank Board and units of the Board perform a wide variety of services 
jointly for the Board and the Corporation. 

1, Examinations —The Division of Examinations of the Board 
examines insured and member savings and loan associations for both 
agencies, including examinations covering eligibility for insurance. 
As the following table indicates over 95 percent of this work involves 
the periodic examination of insured Federal and State savings and 
loan associations and relatively little time is spent on examinations of 
uninsured State associations which are members of the bank system: 


tstimated man-days 








Type of examination Fiscal 1957 Fiscal 1958 


Federal associations (all insured) - .~---- 7 mae Dmepolinkann aera 68, 640 79, 420 
Insured State associations--. ............----- bittenie wand 31, 

ee ee Se ee ee 2, 840 3, 125 
Special examinations and services. - -_-- Ele Cnensddtt tas etdnne scSetul 1, 370 | 2, 200 


Geds lo. cleats Nitin nea cision itis Sedhons snl —_ 104, 500 | 121, 473 





The Division of Examination of FHLBB (under the authority of 
the Insurance Corporation) and State authorities conduct joint 
examinations wherever possible of State-chartered associations. 
These examinations are based on general agreements concluded by 
the Board and State authorities, and the details of scheduling are 
completed at the district level. In general, the Board has allowed 
State authorities to determine when, and in what manner examina- 
tions of State-chartered, insured associations are to be undertaken. 
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State agents are also m charge of the joint examining team in many 
cases. In a few States this practice has handicapped Federal exam 
iners. For the most part, however, examinations of Federal and 
State associations are handled alike. Indeed, in about half the States, 
the standard Federal examination forms are also used by State 
authorities. 

Copies of the examination report are sent by the district office to 
the Division of Examinations in Washington, to the State authority 
(in the case of a State-chartered association), and to the responsible 
supervisory agent of the FHLBB and FSLIC who is generally the 
president of the Federal home-loan bank in the district. The latter 
is also sent the copy which ultimately goes to the association. 

2. Supervision.—The Division of Supervision of the Board is like- 
wise responsible for supervising insured and member savings and loan 
associations for both agencies. It operates generally in the first 
instance through a number of supervisory agents who are officers of 
the various Federal home-loan banks. Except for correction of minor 
shortcomings and violations of regulations, the Division of Examina- 
tion and its examiners are not directly involved in the process of 
supervision. 

The general procedure of supervision begins with the review of an 
examination report by the responsible supervisory agent. The agent 
then prepares a supervisory letter indicating corrective action to be 
taken by the association and normally sends the letter directly to the 
association (in the case of federally chartered associations) or to the 
State supervisory authority (in the case of State-chartered associa- 
tions) without consulting with the Division of Supervision. In 
unusual cases, involving possible defaults or cases where the supervisor 
lacks necessary guidance, the Division of Supervision is first consulted. 

Generally, the Division of Supervision takes no direct action. As 
examination reports and copies of supervisory letters prepared by 
supervisory agents are received and docketed in Washington, they are 
reviewed by the analysts in the Division. If necessary, the super- 
visory agent is asked to amend his original instructions to the associa- 
tion. On rare occasions the Division of Supervision may act directly 
on a case involving a problem association. The Division also has sole 
authority to order a special examination of a suspect association. 

3. Other joint services.—Units of the Board perform general house- 
keeping services, legal services, and internal audits of accounts and 
records required by the Corporation on a reimbursable basis. Con- 
versely, the Operating Analysis Division of the Corporation does 
certain statistical work for both agencies. 

4. Role of FSLIC.—The Corporation is not generally involved in 
the day-by-day job of examining and supervising associations and 
lacks the resources to participate in this process. It necessarily relies 
on units of the Board to make sure that its duties and responsibilities 
are carried out and that the Government’s potential liability for in- 
surance loss is safeguarded. It is seldom consulted on the problems 
of any insured association until one involving potential default has 
been brought to its attention by the Board’s Division of Supervision. 

The limited nature of the Corporation’s operations is also indicated 
by the four major units of which it is comprised: 

(a) The Underwriting Division, which develops programs and 
standards for insurance of accounts and passes on applications 
84258—56——4 
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for insurance and proposals for mergers and other changes in 
capital structure which involve potential insurance risk; 

The Insurance Settlement and Rehabilitation Division, 
which deals with affairs of insured associations in default, or in 
danger of default and studies trends which may indicate potential] 
danger areas; 

(c) The Comptroller’s Division; and 
(2) The Operating Analysis Division, which provides statistical 
services. 








4. Give any recommendations you may have for changing the functions 


or relationships of the Federal Home Loan Bank Board and Federal 
Savings and Loan Insurance Corporation 


Our recommendations for changes in the functions and relationships 
of the Federal Home Loan Bank Board and the Federal Savings and 
Loan Insurance Corporation are set forth in the President’s Reorgan- 
ization Plan No. 2 of 1956. Under that plan there would have been 
established a Board of Trustees of the FSLIC composed of 3 members, 
2 of whom would have been appointed by the President, by and with 
the advice and consent of the Senate, the other member being the 
Chairman of the FHLBB, ex officio. 

Under the plan, there would have been transferred to the Board of 
Trustees all functions of the FHLBB, including all functions of the 
Chairman, thereof, with respect to directing and operating the Federal 
Savings and Loan Insurance Corporation and with respect to the 
appointment and the fixing of compensation of officers, employees, 
attorneys, and agents of the Corporation. 

We offer no other recommendations at this time with respect to 
the functions of the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation. 

Under Reorganization Plan No. 2, the Federal Home Loan Bank 
Board and Federal Savings and Loan Insurance Corporation would 
have carried out their programs as set forth in law in the following 
manner: 

1. Chartering of savings and loan associations.—This would remain } 
exclusively a function of the Federal Home Loan Bank Board and 
the § appropriate State authorities. 

Insurance.—The Federal Savings and Loan Insurance Corpora- 
ri would have the power to approve or reject applications for 
insurance, Whether by Federal or State-chartered associations, and to 
terminate insurance as provided by law. 

All Federal associations are required to be insured. An applicant 
for a Federal charter must, therefore, among other conditions, meet 
the eligibility requirements for Federal insurance. 

. Regulation.—The establishment of regulations governing the 
organizi ition, incorporation, and operation of savings and loan asso- 
ciations would remain a function of the Federal Home Loan Bank 
Board and the appropriate State authorities, excepting regulations 
directly related to the granting or withdrawal of insurance. Different 
standards are now set for insurance than for membership in the 
Federal Home Loan Bank System. The same is true of standards 
prescribed by State authorities. This would continue to be the case. 
In view of the liability assumed by the Government, the standards 
for insurance should be and are now often higher than those set by 





















acai 








A STUDY OF RELATIONSHIPS 45 


the Board for membership in the System or by the State supervisory 
authorities for chartering or for other purposes. 

Supervision.—Savings and loan associations would continue to 
receive directions on supervisory matters from a single Government 
agency, either the Federal Home Loan Bank Board, in the case of 
Federal associations, or the appropriate State authorities, in the case 
of State-chartered institutions. Supervisory letters to associations 
based on findings of annual examinations would be signed, as under 
present procedures, either by the Board, or its authorized agent, or 
by the State supervisory authorities. 

When examinations disclose unsafe and unsound practices which 
may lead to the termination of insurance, the Corporation, as now 
provided by law, would notify the insured association through the 
appropriate supervisory authority, or if there is no supervisory 
authority, notify the association directly. In the case of insured 
State-chartered associations, the supervisory process could be simpli- 
fied, in that the Corporation would be able to communicate directly 
with the State authorities. Under existing procedure, the Corpora- 
tion communicates with State authorities through the presidents of 
the home-loan banks who act as supervisory agents for the Bank 
Board. 

Examination authority.—The Federal Home Loan Bank Board 
would retain authority to provide by regulation for the examination 
of the approximately 1,700 Federal savings and loan associations. 
The Board would also retain authority to examine State-chartered 
member or nonmember borrowers from the home-loan banks “in any 
State where State examination is deemed inadequate” and to charge 
the expenses of such examinations to the cost of making advances in 
such States. There are over 2,600 State-chartered members of the 
System, of which about 1,900 are insured. 

The Corporation would have authority to make such examinations 
of insured institutions “as in its judgment may be necessary for its 
protection and the protection of other insured institutions” and ‘“‘to 
require insured associations to pay the reasonable costs of such 
examinations.’’ This authority extends to all insured institutions, 
whether Federal or State chartered. These examinations are now 
made on behalf of the Corporation by employees of the Federal Home 
Loan Bank Board. 

(a) Federal associations: The Federal Home Loan Bank Board and 
the Corporation would have a joint interest in the examinations of 
Federal associations, but for somewhat different reasons. Examina- 
tion is one of the tools used by the Board to ascertain compliance with 
applicable laws and the regulations issued thereunder. Examinations 
may be supplemented by periodic inspections and other sources of 
information. In that respect, the relationship of the Bank Board to 
Kederal associations is comparable to that of State authorities to 
State-chartered institutions. The Corporation is concerned with the 
financial soundness of Federal associations and must rely primarily on 
periodic examinations to disclose unsafe and unsound practices which 
may jeopardize its insurance risk. 

(b) State associations: So far as State-chartered institutions are 
concerned, supervisory responsibility is vested in the respective State 
agencies and the Bank Board’s interest is limited to the credit standing 
of State associations which borrow from the home-loan banks. The 
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Bank Board is authorized to examine such associations only after it 
has made a finding that the State examination is inadequate. The 
Corporation, on the other hand, has identically the same responsibility 
and authority with respect to insured State institutions as it has in 
the case of Federals. 

6. Administrative arrangements for ecaminations.—The Federal Home 
Loan Bank Board cannot delegate its responsibility for the chartering, 
supervision, and regulation of Federal savings and loan associations. 
Neither can the Federal Savings and Loan Insurance Corporation 
delegate its responsibility to maintain the financial soundness of all 
insured institutions. Each has been granted examination authority 
in order to enable it to carry out its responsibilities. Either may 
choose, as & matter of administrative convenience, on in the interests 
of efficiency, to utilize the services of another agency to conduct 
examinations. Thus, it is evident that determination of the precise 
administrative arrangements for conducting examinations of Federal 
associations would be within the discretion of the responsible agencies. 
The arrangements for examining insured State institutions, in coop- 
eration with the State authorities, would appear to be primarily a 
matter of concern to the Corporation, since the Board’s responsibility 
in this area is extremely limited. 

There are at least three possible arrangements for conducting 
examinations, none of which would involve duplicate Federal examina- 
tion of savings and loan associations. Each alternative contemplates 
a full interchange of examination reports between the Board and the 
Corporation. 

The possible arrangements are as follows: 

(a) All examinations could be made by the Federal Home Loan 
Bank Board. 

(b) All examinations could be made by the Federal Savings and 
Loan Insurance Corporation. 

(c) Examinations of Federal associations could be made by the 
Federal Home Loan Bank Board and of insured State associations 
by the Corporation. 


5 (a). State any recommendations you may have with reference to charter- 
ing of new Federal associations 
The relationship between the chartering of new Federal associations 
and the insurance of the share accounts of such associations might well 
be clarified, since the present law is ambiguous. This ambiguity may 
be illustrated by the following excerpts from section 403 of the National 
Housing Act, as amended: 


(a) “It shall be the duty of the [Federal Savings and Loan 
Insurance] Corporation to insure the accounts of all Federal 
savings and loan associations * * *’ (403 (a)). 

(b) “Application for such insurance shall be made immedi- 
ately by each Federal savings and loan association * * *” 
(403 (b)). 

(c) ‘The Corporation shall reject the application of any 
applicant if it finds that the capital of the applicant is im- 
paired or that its financial policies or management are unsafe ; 
and the Corporation may reject the applic ation of any appli- 
cant if it finds that the character of the management of the 
applicant or its home financing policy is inconsistent with 
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economical home financing or with the purposes of this title 
* © 8” (403 (c)). 


In view of the above language, it would appear to be at least 
theoretically possible for the FHLBB to charter a new Federal savings 
and loan association which did not meet the standards of the FSLIC 
for admission to insurance. Nevertheless, it might be considered the 
“duty” of the Corporation to insure the accounts of such an associa- 
tion. We believe that it would be sound policy and consistent with 
the probable intent of the Congress to amend the existing provisions 
to remove this ambiguity and to make the issuance of a new Federal 
charter clearly conditional upon a determination by the Corporation 
that the association is acceptable for insurance. The FPSLIC should 
have the final right to pass upon the risks which it assumes. 


§ (b). State any recommendations you may have w'th reference to estab- 
lishment of branch offices 


We have no recommendation on this subject at the present time. 


(c). State any recommendations you may have with reference to the 
formulation and promulgation of regulations, legal opinions, 
and Board decisions 

We have no recommendations to make in this area other than those 

set forth under Reorganization Plan No. 2 of 1956. Under this plan 
the Federal Home Loan Bank Board and the Federal Savings and 
Loan Insurance Corporation would have separate managements, and 
each agency’s board would be authorized to formulate and promulgate 
decisions and regulations required to carry out its particular functions, 


5 (d). State any recommendations you may have with reference to 
processing applications for insurance 
In view of the fact that the FSLIC bears the risk of loss, we believe 
that full responsibility for final decision on all applications for insur- 
ance should be vested in a separate board of trustees independent of 
the Federal Home Loan Bank Board. 


(e). State any recommendations you may have with reference to- 

(1) Liaison between the Board and the regional banks. 

(2) Liaison between regional banks and member institutions. 
We have no recommendations to make in this area. 


(f). Staie any recommendations you may have with reference to present 
supervisory procedures both with respect to FH LBB and regional 
banks 

We recommend a careful review of the use of the officers of the 

Federal home-loan banks in the dual capacity of supervisory agents 
for FHLBB and FSLIC. Although the FHLBB technically designates 
the officers who are to serve as its supervisory agents, the officers are 
generally selected by the directors of the Fede ral home-loan banks, 
the majority of whom are in turn elected by the members of the 
banks, i. e., the associations which are to be supervised. A conflict 
of interest is possible under such circumstances as bank officials, 
anxious on the one hand to maintain satisfactory relations with their 
clients, are also placed in the position of policing the operations of the 
same clients. 

While the question is not covered by the Janguage of Reorganization 

Plan No. 2 of 1956, as indicated under item 4 “above, it was con- 
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templated that changes would be made in the current supervisory 
procedure under the reorganization plan. Under the plan, the FSLIC 
would have dealt with insured associations through appropriate 
supervisory authorities or, if such authority did not exist, it would 
have dealt directly with ‘the association. In the case of insured, 
State-chartered associations, the current process would have been 
simplified in that the Corporation would have been able to com- 
municate directly with State authorities instead of first going through 
the supervisory agents of the FHLBB. 


5 (g). State any recommendations you may have with reference to co- 
ordination of policies by the FHLBB with other governmental 
agencies, including the Treasury and the Federal Reserve Board 


We have no specific recommendations on this subject. Such co- 
ordination, in our opinion, should continue to be handled by flexible 
informal arrangements, rather than by specifically prescribed statu- 
tory requirements. 


QvuEsTIONS RELATING SPECIFICALLY TO THE DESIRABILITY FOR SEP- 
ARATE MANAGEMENT OF THE FEDERAL Home Loan Bank Boarp 
AND THE FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


1. What are the advantages and disadvantages of creating separate man- 
agement for the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation? 


The advantages of creating a separate management for the Federal 
Savings and Loan Insurance Corporation are set forth in the Presi- 
dent’s message transmitting Reorganization Plan No. 2 of 1956 to the 
Congress, the testimony of Budget Director Percival F. Brundage 
before the Senate and House Committees on Government Operations 
on Reorganization Plan No. 2, and reports of audits by the General 
Accounting Office of the Federal Savings and Loan Insurance Corpo- 
ration and the Home Loan Bank Board for the fiscal years 1945-46, 
1947, 1948, and 1949. 

These advantages may be summarized as follows: 

The creation of a separate board of trustees for the Federal 
Savings and Loan Insurance Corporation would provide full- 
time management which is essential both for the most effective 
performance of the important responsibilities vested in the Corpo- 
ration and for the protection of the Federal Government’s vast 
and rapidly increasing financial stake in the insurance program. 

Responsibility for the inherently conflicting functions. of 
aia underwriting and the chartering and promotion of 
Federal savings and loan associations would no longer be vested 
in : single agency. 

The Federal Home Loan Bank Board would be relieved of 
enmunies for the insurance program and, therefore, would 
be better able to concentrate its attention on its original and 
primary purposes—the maintenance of an adequate and stable 
flow of funds for home financing, and the promotion, chartering, 
and regulation of Federal savings and loan associations. 

The principal disadvantage of separation would be an increase in the 
administrative and operating expenses of the Federal Home Loan 
Bank Board and the Federal Savings and Loan Insurance Corpora- 
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tion. It is strongly believed, however, that this increase in costs would 
be more than offset by the savings which would be obtained through 
the more effective protection of the Government’s and the industry’s 
very large financial stake in the insurance program. 

Separation would also result in the establishment of another inde- 
pendent agency reporting directly to the President. It is generally 
recognized that it is essential to the sound management of the execu- 
tive branch to group together related and mutually compatible Gov- 
ernment programs in &@ minimum number of executive agencies 
under officials who are directly responsible and accountable to the 
President. Such arrangements make it possible for the President to 
rely, in the first instance, on his department and agency heads for 
the coordination of Government activities within broad program areas. 
For that reason the President, in signing the Housing Amendments 
of 1955 which made the Federal Home Loan Bank Board (including 
the Federal Savings and Loan Insurance Corporation) independent 
of the Housing and Home Finance Agency, indicated that it would 
have been preferable to keep both the Board and the Corporation 
under the overall coordinating authority of the Housing and Home 
Finance Administrator. 

The above principle of organization is based on the premise that 
overall coordinating authority will be vested in the head of an execu- 
tive department or an operating agency such as the Housing and 
Home Finance Agency. It is not consistent with this principle 
for a commission, such as the Federal Home Loan Bank Board, to 
be responsible for the coordination of executive programs. The 
relationship of the Federal Home Loan Bank Board to the President 
is not the same as that of the head of an executive department or an 
operating agency. In addition, assignment of extraneous functions 
to ® commission such as the Federal Home Loan Bank Board, par- 
ticularly those which may conflict with its basic responsibilities, 
should be avoided. Under the circumstances, it is preferable to 
establish the Federal Savings and Loan Insurance Corporation as an 
independent agency reporting directly to the President and subject 
to his immediate supervision than to continue present arrangements. 


2. Does the existing identity of management contribute to or detract from 
the purpose of protecting deposits? 

The existing identity of management does detract from the purpose 
of protecting deposits. The financial interests of depositors are safe- 
guarded by Government insurance. But the financial interests of 
the United States Government and the United States taxpayer, 
who must ultimately bear the cost of any losses which cannot be 
met out of the reserves of the Federal Savings and Loan Insurance 
Corporation, will be better protected if the Insurance Corporation is 
under separate management, which has no other responsibility than 
the protection of those deposits. 


3. In what ways would separate management of the Board and the 
Corporation promote public confidence in the savings and loan 
msurance program, or safeguard the interests of the Corporation 
and the Treasury? 

The Federal Savings and Loan Insurance Corporation is today a 
body corporate without a head. In no other case is management 
and direction of a United States Government Corporation vested by 
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law in a Commission with major duties and responsibilities largely 
distinct from the affairs of the Corporation. Such an arrangement 
would not be permissible in a private corporation and is contrary to 
accepted governmental practice. 

The absence of a separate management, together with the procedures 
and administrative arrangements established by the Federal Home 
Loan Bank Board, have tended to reduce the prestige and effectiveness 
of the Federal Savings and Loan Insurance Corporation, have blurred 
the distinction between the Board’s dual responsibilities as supervisor 
of the Home Loan Bank System and as de facto trustee of the Corpora- 
tion, and generally have limited the Corporation’s ability to deal 
promptly and effectively with situations threatening the insurance 
fund. 

Some of the problems growing out of existing arrangements are well 
illustrated by facts brought out in the testimony of Mr. Walter 
McAllister, former Chairman of the Federal Home Bank Board, before 
the House Committee on Government Operations on House Resolution 
541, to disapprove Reorganization Plan No. 2 of 1956. These facts 
are summarized below. The page references in the printed House 
hearings are indicated after each point. 

1. The Federal Home Loan Bank Board does not maintain 
separate minutes for the Federal Savings and Loan Insurance 
Corporation and does not clearly distinguish between actions 
taken under its own authority and actions taken on behalf of the 
Corporation (pp. 50-52). 

2. The Board discontinued regular examinations of all appli- 
cants for insurance in 1950 and did not reinstitute such examina- 
tions until 1956 (p. 52). 

3. The Board would overrule a recommendation of the Insur- 
ance Corporation against the issuance of insurance if it thought 
it was the right thing to do (p. 53). 

4. Supervisory authority over insured institutions is exercised 
by the Board’s Division of Supervision and the supervisory 
agents in the 11 home loan banks. The Insurance Corporation is 
generally brought into the picture when, in the opinion of the 
Division of Supervision, there are questions with regard to the 
solvency of the insured institution (pp. 54-55). 

5. The Board, acting on behalf of the Insurance Corporation, 
entered into agreements with certain State supervisory authorities 
which limited the number of Federal examiners who could be 
used to examine insured State-chartered institutions in those 
States. As a result, the Board was unable to make “real” exam- 
inations which would disclose defalcations and unsafe and un- 
sound practices. This was done despite the fact that under the 
law the Insurance Corporation has unrestricted authority to 
examine insured State-chartered institutions (pp. 55-57). 

6. The Board has delegated supervisory authority over insured 
institutions to the presidents of the regional home loan banks. 
The home loan banks extend credit to msured associations and, 
as a practical matter, these loans are insured by the Federal 
Savings and Loan Insurance Corporation. A possibility of con- 
flict of interest arises from the fact that the bank presidents 
supervise on behalf of the Board and the Corporation the same 

institutions to whom they lend money. Furthermore, bank 














‘ 
{ 
, 
, 

























































































A STUDY OF RELATIONSHIPS ol 





presidents are also subject to other pressures, since a majority of 
the directors of the regional banks, who control the appointment 
and fix the compensation of the bank presidents, are elected by the 
1 supervised institutions. Officials of. supervised institutions are 
often elected as bank directors (pp. 57-58). 

Separate management would promote public confidence in the sav- 
ings and loan insurance program by removing the potential conflicts 
of interest and diffusion of responsibility inherent in the present 
organization. A separate board of trustees concerned solely with the 
interests of the insurance program would be able to make full use of 
the:Corporation’s present statutory authority to examine and super- 
vise insured institutions and to take any actions necessary to protect 
the insurance fund, and thus would best safeguard the interests of the 
Corporation and the Treasury. 


4. What evidence can be cited to illustrate the contention that the existing 
identity of management is less desirable at the present time than u 
has been since the creation of the Insurance Corporation? 


The question apparently assumes that present organizational ar- 
rangements have existed unchanged since the creation of the Corpora- 
tion. This is not the case. From its establishment in 1934 to 1942, 
the Corporation operated under a separate statutory board of trustees 
composed of the five members of the Federal Home Loan Bank Board. 
In 1942, the functions of the trustees were transferred to a Federal 
Home Loan Bank Commissioner and this arrangement continued until 
1947. It was not until 1947 that the board of trustees was abolished 
by law and its functions vested directly in the Home Loan Bank Board, 
and its successor agency. 

The problems arising from identity of management are not new. 
The General Accounting Office called attention to these problems as 
early as 1948 and recommended that management of the Insurance 
Corporation be separated from the Home Loan Bank Board. The 
urgent need for taking action at this time grows out of the tremendous 
increase in the number of insured associations and the present and 
rapidly expanding magnitude of the commitments undertaken by the 
Corporation. Over a thousand savings and loan associations, whose 
accounts had not been previously insured, have applied for and ob- 
tained insurance since 1945. During the same period the potential 
liability assumed by the Federal Government has increased from 
approximately $5 billion to over $30 billion. It may be noted that the 
surplus and reserves of the Corporation have decreased since 1945 from 
1.2 percent to 0.6 percent of the insured liability. The present size 
and importance of the insurance program emphasize the desirability 
of establishing a full-time board of trustees separate from the Federal 
Home Loan Bank Board. 


5. In considering the relationship between the Board and the Corporation, 

; of what significance is the $750 million borrowing authority of the 
Corporation? 

The $750 million borrowing authority of the Corporation is not in 

: itself a significant factor in appraising the relationships between the 

- . Board and the Corporation. The borrowing authority merely em- 

phasizes that the Federal Government stands behind the insurance 

program. The amount of the borrowing authority is not, however, 

a full measure of the Federal Government’s potential liability since, 
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if the need should ever arise, the Corporation’s borrowing authority 
undoubtedly would be increased. 


6. Does the present identity of management contribute or detract from the 
Board’s ability to encourage local thrift associations? 

Mr. Walter McAllister, former Chairman of the Federal Home Loan 
Bank Board, testified before the House Committee on Government 
Operations (hearings on Reorganization Plan No. 2 of 1956, p. 59) 
that: ‘“Today we are not out promoting the development of the savings 
and loan business.” Representative Holifield commented: ‘The 
argument has been made this morning that the Federal Home Loan 
Bank Board does not promote these charters. I regret to say that is 
true. It was the intent of Congress, I believe, that they should pro- 
mote charters and promote the establishment of a great number of 
these building and loan associations.” 

The Senate Committee on Banking and Currency has also expressed 
concern (S. Rept. No. 2005, 84th Cong., 2d sess.) that “many com- 
munities are not adequately served by institutions which supply long- 
term capital’? and recommended that ‘‘the Federal Home Loan Bank 
Board undertake a study to assess the need of chartering additional 
numbers of Federal savings and loan associations.’ 

In recent years it has not been the policy of the Federal Home Loan 
Bank Board to promote the establishment of new savings and loan 
associations. This policy is attributable undoubtedly to many factors 
other than identity of management with the Federal Savings and Loan 
Insurance Corporation. If the Board, however, were relieved of its 
responsibilities for management of the Insurance Corporation, it could 
devote a greater proportion of its time to matters related to the 
encouragement of local thrift associations. 


7. What are your best estimates of the changes in operating expenses 
which would result from separate management of the Board and the 
Corporation—both long-range and short-term changes? 

Under the present organization of the Board and the Corporation, 
the operating-expense requirements for both agencies estimated for 
the fiscal year 1957 total $5,431,500. The breakdown between the 
major units involved is shown in the following table: 





Estimated operating expenses for fiscal 1957 





Federal Home Loan Bank Board: 





Division of Examinations (gross) - - - Vee Ses seed _. $3, 850, 000 
ORE cies nek Z pate yo : ijt sar Sarak ly spb py RC 
Subtotal (gross) _ - . , . 4, 945, 000 
Federal Savings and Loan Insurance Corporation (gross)_.-...---- 1, 034, 000 
Total (gross) ___-__- ft 5, 979, 000 
Deduct: 
Reimbursement to FHLBB by Division of Examinations - _. 109, 500 
Reimbursement to FHLBB by FSLIC_- ‘ 438, 000 
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A precise estimate of the changes in operating expenses resulting 
from separation of management is difficult in the absence of (1) spe- 
cific identification of the organizational adjustments the new Board 
of Trustees of the Corporation would find necessary to meet the re- 
sponsibilities of a truly independent corporation; (2) a similar identi- 
fication of the changes in the Board’s organization necessary to carry 
on its important continuing functions effic iently and economically ; 
and (3) knowledge of the working relationships established between 
the two agencies. 

Separation of the management of the Board and the Corporation 
would probably have little, if any, effect on the cost of examining 
savings and loan associations which constitute more than two-thirds 
of the total expenses, since no duplication of examinations would be 
involved. 

Some increase in the operating expenses of the Corporation would 
undoubtedly arise when the Corporation supplies its own executive 
direction and takes over supervision of insured associations. This 
increase could not be offset by an exactly corresponding reduction in 
the Board’s expenses. However, such items represent only a frac- 
tion of the total expenses for the two organizations and, therefore, the 
potential net increase from this source would be relatively small and 
would not impose any significant burden upon the industry. 

The expenses of the Corporation would also increase to the extent 
that the new management decides that more intensive supervision is 
necessary for effective protection of the Government’s large and 
growing financial interest. In the long-run, however, the reduction in 
future losses should far exceed the additional short-run expenses. 


8. In what ways would separate management tend to reduce expenditures 
of the Federal Government as a whole in the long run? 


The major source of potential expense to the Government in 
connection with the insurance program is the insurance liability which 
now exceeds $31 billion and is rapidly increasing. A reorganization 
which improves the management of the Insurance Corporation and 
enables the Corporation to strengthen its supervision of insured 
institutions will provide maximum protection to the Corporation and 
the Federal Government against losses. 


9. If it is your conelusion, based upon your answers to the foregoing 
and any other consideration, that some change should be made in 
the relationship between the Federal Home Loan Bank Board and 
the Federal Savings and Loan Insurance Corporation, what are 
your recommendations for change and how may such change be 
accom plished ? 

The President’s recommendations for changes in the relationship 
between the Federal Home Loan Bank Board and the Federal Savings 
and Loan Insurance Corporation are set forth in Reorganization 
Plan No. 2 of 1956 transmitted to the Congress on May 17, 1956. 
These changes can be accomplished either by reorganization plan or 
by legislation. 
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CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., September 24, 1956. 
Hon. JoHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, United States Senate. 


Dear Mr. CuartrMan: Attached is the information which was 
requested in the list of questions submitted with your letter of August 
14, 1956, concerning the functions and operations of the Federal 
Home Loan Bank Board and the Federal Savings and Loan Insurance 
Corporation. 

We are gratified that your subcommittee is studying the relation- 
ships of the Board and the Corporation in the light of the problems 
which were raised during the hearings of the Subcommittee on 
Reorganization of the Senate Committee on Government Operations 
on Reorganization Plan No. 2 of 1956. 

If we can be of any assistance to your subcommittee in your 
important undertaking, please advise. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


CoMMENTS ON QuEsSTIONS RELATING TO THE FEDERAL Home LOAN 
Bank SysteM IN GENERAL 


1. State your opinion of the primary purposes of the Federal Home Loan 
Bank Board and the Federal Savings and Loan Insurance Corpora- 
tion under existing law and administration 

The Federal Home Loan Bank Board is an independent supervisory 
and regulatory agency. It was created in 1932 pursuant to the 

Federal Home Loan Bank Act (12 U. S. C. 1421) and was made an 

independent agency by the Housing Amendments of 1955 (69 Stat. 

640). The agency is directed by a three-man board. The 3 members 

are appointed by the President with the consent of the Senate for a 

term of 4 years; no more than 2 of its members may be of the same 

political party. 
The primary purposes of the FHLBB comprise: + 
1. Establishing policies, regulating, and supervising the 11 
Federal home-loan banks established and chartered under the 
Federal Home Loan Bank Act for the purpose of making available 
reserve credit facilities for home financing institutions. 
2. Chartering and establishing policies, regulating, and super- 


vising Federal savings and loan associations established under 


the Home Owners’ Loan Act of 1933 (12 U. S. C. 1461) for the 
purpose of encouraging local thrift and home financing. 

3. Directing the operations of the Federal Savings and Loan 
Insurance Corporation and establishing policies and regulating 
the insured associations. 

The Federal Home Loan Bank Board does not receive any appro- 
priations for its activities. All of its expenses are paid from two 
general sources of income: assessments on the Federal home-loan 
banks and the Federal Savings and Loan Insurance Corporation and 
fees for the examination of Federal and insured State-chartered insti- 
tutions. However, the Congress annually places a dollar limitation 
on the amounts which may be expended for its expenses. 
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The Federal Savings and Loan Insurance Corporation is a wholly 
owned Government Corporation created in 1934 by the National 
Housing Act (12 U. S. C. 1725 (a)). The primary purpose of the 
Corporation is to insure the safety of share and deposit accounts of 
all Federal savings and loan associations and qualified State-chartered 
institutions against loss up to $10,000 for each investor or saver. 

Insured institutions are required to pay premiums at a rate equal 
to %2 of 1 percent per annum of the total amount of all accounts of 
the insured members plus any creditor obligations. The Corporation's 
net earnings are required to be accumulated in an insurance fund 
reserve established for the protection of investors in insured institu- 
tions until such time as the reserve equals 5 percent of all insured 
accounts and creditor obligations of all insured institutions. The net 
earnings comprise the excess of insurance premiums, income on invest- 
ments, and other revenues over expenses and provision for losses and 
for the payment, in lieu of dividends on capital stock, of a return on 
the average amount of its capital stock at a rate to be determined by 
the Secretary of the Treasury. In 1950 the act was amended to 
require the Corporation to retire annually at par a portion of its 
capital stock equal to one-half of its net income for the year. The 
appropriation acts place a limitation on the amounts which may be 
expended for administrative expenses other than for supervisory and 
various administrative services provided by the Federal Home Loan 


Bank Board. 


2. State your opinion of what these primary purposes should be, if in 
your opinion they should be changed 

We have no suggestions for changes in the primary purposes of the 
FHLBB insofar as they relate to the regulation and supervision of the 
Federal home-loan banks and the chartering, regulation, and super- 
vision of Federal savings and loan associations, or in the primary 
purpose of the Federal Savings and Loan Insurance Corporation. 
However, we believe as indicated under item 9 of our comments on 
the questions relating to the desirability for separate management of 
the FHLBB and the FSLIC, that consideration should be given to 
the desirability of vesting the responsibility for management of the 
FSLIC in a board of trustees composed of members other than those 
constituting the FHLBB. 

3. State your understanding of the present functions and relationships 
of the Federal Home Loan Bank Board and the Federal Savings 
and Loan Insurance Corporation 

The activities of the FHLBB in carrying out its primary purposes 
consist principally of— 

1. Chartering Federal savings and loan associations. 

2. Establishing policies, issuing regulations, and supervising the 
operations of the Federal home-loan banks.and the Federal savings 
and loan associations. 

3. Directing the operations of the FSLIC including the estab- 
lishment of policies and the issuance of regulations pertaining to 
insured associations. 

These activities include the supervision and examination of savings 
and loan associations operating in the District of Columbia and the 
periodic examination of Federal and insured State-chartered associa- 
tions. These examinations are made for the purpose of ascertaining 
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the financial condition of the institutions and their compliance with 
prescribed regulations applicable to membership in the Federal Home 
Loan Banks, to insurance by the FSLIC, to holding Federal charters, 
and to doing business in the District of Columbia. 

The activities of the FSLIC in carrying out its primary purpose 
consist principally of underwriting insurance, billing and collecting 
premiums, and investing surplus funds. In addition to these activ- 
ities the act creating the corporation directs that it shall be appointed 
conservator or receiver of defaulted Federal savings and loan associ- 
ations and authorizes it to so act for any other defaulted insured 
savings and loan association when appointed by a public authority 
having the power of appointment. ‘The act also directs the corpora- 
tion to prevent the default of an insured institution and to restore 
an institution in default to normal operation as an insured institution 
by making a loan to, purchasing the assets of, or making a contribu- 
tion to such an institution. The power to declare a Federal institu- 
tion in default is vested in the FHLBB. 

Functions pertaining to the insuring of Federal and State-chartered 
savings and loan associations that are performed by the FHLBB in 
its direction of the operations of the FSLIC include: 

(a) The establishment of policies and the issuance of regula- 
tions pertaining to insurance of savings and loan associations. 

(6) The supervision and regulation of insured Federal and 
State-chartered savings and loan association. 

(c) Notification to an insured institution of violations of its 
duty as such, violations of law and regulations, and of unsafe or 
unsound practices. 

(d) Notifications to State supervisory authorities, if any, of 
such violations or practices. 

(e) Taking the necessary action to terminate the insured status 
of an institution. 

The regulation and supervision of all Federal savings and loan 
associations and insured State-chartered institutions is performed 
largely by the FHLBB’s Division of Supervision and designated 
officers of the 11 Federal home loan banks who act as field super- 
visory agents of the FHLBB. Compliance with supervisory recom- 
mendations is usually achieved by the Division of Supervision or by 
the supervisory agents, acting directly or through State supervisory 
authorities without any formal action by the Federal Home Loan 
Bank Board. 

The supervision and regulation of insured savings and loan institu- 
tions is based largely on supervisory examinations and audits made 
by the FHLBB’s Division of Examinations. The supervisory exam- 
inations of insured State-chartered institutions are, in some cases, 
performed jointly by Federal and State examiners. The audits of 
insured savings and loan institutions are made either by FHLBB 
examiners or by independent accountants retained by the insured 
institutions. The supervisory examination and audit reports are 
reviewed by field supervisory agents of the FHLBB, that is, designated 
officers of the Federal home-loan banks, and, on a test basis, by the 
FHLBB Division of Supervision which also determines that proper 
supervisory action has been taken by the field supervisory agents. 

The law contemplates that upon the granting of a charter to a 
Federal savings and loan association its accounts will be insured; 
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no approval by the FSLIC is required other than that of the FHLBB 
in its role as manager of the FSLIC. 


Give any re commendations you may have for changing the functions 
or relationships of the Federal Home Loan Bank Board and Federal 
Savings and Loan Insurance Corporation 

We believe that there is a need for changing the practice of desig- 

nating officers of the Federal home-loan banks to act as supervisory 
agents for the FHLBB. This supervisory function consists of review- 
ing reports of supervising examinations and audits made by FHLBB 
of Federal savings and loan associations and other insured institutions, 
taking supervisory action deemed necessary, and reporting the action 
taken to the FHLBB. These supervisory activities with respect to 
insured institutions are the responsibility of personnel conducting 
normal banking lending activities with the same institutions. As 
explained in our audit reports to the Congress, this change is desirable 
because the supervised institutions elect the majority of directors of 
a Federal home-loan bank who, in turn, appoint the supervisory 
agent. 










Other recommendations 


We have no recommendations in regard to (a) chartering new 
Federal associations, (b) establishing branch offices, (c) formulation 
and promulgation of regulations, legal opinions, and board decisions, 
(d) processing applications for insurance, (e) liaison between the 
FHLBB and the regional banks and between the regional banks 
and their member institutions, and (g) coordination of policies with 
other governmental agencies. With respect to item (f) we believe, 
as indicated in 4 above, that the responsibility for supervisory activ- 
ities should be separated from the responsibilities for normal banking 
operations. 




























CoMMENTs ON QueEsTIONS RELATING SPECIFICALLY TO THE DeEstr- 
ABILITY FOR SEPARATE MANAGEMENT OF THE FEDERAL Home Loan 
BaNnkK BoarRD AND OF THE FEDERAL SAVINGS AND LOAN INSURANCE 
CORPORATION 






What are the advantages and disadvantages of creating separate 
management for the Federal Home Loan Bank Board and the 
Federal Savings and Loan Insurance Corporation? 


The principal advantages that would result from a separation of 
management of the FHLBB and FSLIC and the creation of an 
entirely separate board of trustees to direct and manage the corpora- 
tion would be (a) the board of trustees would be able to give full 
attention to the operations of the corporation; and (6) the board of 
trustees could establish policies and make decisions relating to the 
eligibility of existing State-chartered savings and loan associations 
for insurance and to the financial soundness of insured institutions 
and their right to continued insurance free from any considerations 
pertaining solely to their growth and the providing of additional funds 
for home financing. 

The principal disadvantages that would result from separate man- 
agement of the FHLBB and the FSLIC are (a) the possibility of 
differing policies of the FHLBB and of the FSLIC as they relate 
to the insured Federal savings and loan associations that would be 
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subject to regulation by the two agencies; and (6) a duplication of 
supervisory, examination, and administrative functions with increased 
administrative expenses. 

In case the management of the FSLIC were to be vested in a 
separate board of trustees, the duplication of functions could be kept 
to a minimum by vesting authority in the FHLBB to examine and 
supervise all insured associations subject to the FSLIC’s review 
and approval of the adequacy of all examination and audit programs, 
and vesting authority in the FSLIC to review examination and 
audit reports and corrective actions taken and to make such addi- 
tional examinations or to take such further supervisory action as it 
may deem necessary. 

2. Does the existing identity of management contribute to or detract from 
the purpose of protecting deposits? 

We have no information on which to base a categorical answer to 
this question. We have observed, however, certain minor weaknesses 
in the examination, supervisory, and regulatory functions which 
may or may not have existed if the two agencies had been separately 
managed. For instance, the recent defalcation in the Commonwealth 
Building and Loan Association, Inc., Norfolk, Va., and the original 
insuring of weak institutions (see p. 16 of our audit report for fiscal 
years 1945 and 1946, H. Doc. No. 660, 80th Cong., 2d sess.) might 
have occurred even if the Congress had provided separate boards of 
directors for the two agencies. 


3. In what ways would separate management of the Federal Home Loan 
Bank Board and Federal Savings and Loan Insurance Corporation 
promote public confidence in the savings and loan insurance pro- 
gram, or safeguard the interests of the Corporation and of the 
Treasury? 

. We do not believe that as a practical matter public confidence in the 
savings and loan insurance program would be materially affected by 

a change in the existing management of the two agencies, because the 

public at large seems to be content with the knowledge that the 

Government fosters the insurance program. 

With respect to safeguarding the interests of the FSLIC and of the 
Treasury we believe that additional protection would result from the 
management of the Corporation by a separate board of trustees com- 
posed of members well qualified by experience. Such a board would 
be able to devote their full time to directing the Corporation’s opera- 
tions and evaluating the financial soundness of the insured institutions 
and their eligibility to continued insurance. In the case of the Federal 
savings and loan associations, the Board’s evaluations would act as a 
check on those made by the FHLBB in the performance of their 
regulatory and supervisory functions. 


4. What evidence can be cited to illustrate the contention that the existing 
identity of management is less desirable at the present time that rt 
has been since the creation of the Federal Savings and Loan Insur- 
ance Corporation? 

In our audit reports we have indicated our belief that the separation 
of the identity of management of the FHLBB and the FSLIC would 
be desirable because the promotion of Federal savings and loan 
associations appeared to be inherently conflicting with the functions 
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of insuring share and deposit accounts in such associations. Even 
though, as indicated in our comments in 2 above, we have observed 
no major weaknesses in the direction of the FSLIC by the FHLBB, 
we believe that the continual increase in the pote ntial liability of the 
FSLIC for insured share and deposit accounts is an additional factor 
which makes it even more desirable now than in the past for the 
separation of management of the two agencies to be given careful 
consideration by the Congress. 


In considering the relationship between the Federal Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation of 
what significance is the $750 million borrowing authority of the 
Corporation? 


The FSLIC is authorized by law to borrow from the Treasury such 
funds up to $750 million, as in the judgment of the FHLBB are 
required to meet the Corporation’s insurance purposes, and is spe- 
cifically precluded from borrowing money from any other source. 
The borrowing authority has never been used. We are not aware of 
any special significance ‘the borrowi ing authority has on the relation- 
ship of the two agencies. However, in case of a separation of manage- 
ment of the two agencies, complete authority to determine the need 
to use this borrowing authority would need to be vested in the FSLIC. 


6. Does the present identity of management contribute to or detract from 
the FHLBB’s ability to encourage local thrift associations? 

We have no basis on which to offer a positive answer to this question. 
However, it occurs to us that the identity of management contributes 
to the FHLBB’s ability to encourage local thrift associations because 
its authority to charter, insure, and regulate Federal savings and loan 
associations is final and conclusive. 

7. What are your best estimates of changes in operating erpenses which 
would result from separate management of the Federal Savings and 
Loan Insurance Corporation and the Federal Home Loan Bank 
Board—both long-range and short-term changes? 


A separation of the two agencies probably could be achieved without 
a large increase in operating expenses, provided, as indicated in 
I above, the agencies were authorized to conduct their supervisory, 
examination, and regulatory functions in a manner that would result 
in a minimum of duplication of effort. 


‘ 8. In what ways would separate management tend to reduce expenditures 


; of the Federal Government as a whole in the long run? 

l The management of the FSLIC by a well qualified separate board of 

1 trustees would tend to minimize the potential liability of the Corpora- 

r tion for insured share and deposit accounts and any obligation of the 
Government in case the Corporation’s reserves prove to be inadequate. 

fi This would be so because the board would be able to devote its full 

t ' time and attention to directing the Corporation’s operations free from 

af / any obligation to promote either an increase in the number of savings 
and loan associations or in their growth. 
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9. Accomplishment of change in relationship between the Federal Home 
Loan Bank Board and the Federal Savings and Loan Insurance 
Corporation 

The comments on the foregoing questions set forth our views on the 
advantages and disadvantages of separating the management of the 
two agencies and our reasons for believing that a separation of the 
management responsibilities should be given consideration by the 

Congress. As indicated in our comments in / above, the functions 

relating to the examination, supervision, and regulation of the insured 

institutions could be performed in a manner that would minimize any 
resultant duplication of effort by the agencies and the insured in- 


stitutions. 


















FrepEeERAL Home Loan Bank oF CINCINNATI, 
Cincinnati 2, Ohio, September 6, 1956. 


Re Relationships between the Federal is Loan Bank Board and 
Federal Savings and Loan Insurance Corporation. 







Hon. JoHN SPARKMAN, 
United States Senate, 
Washington, D. C. 

Dear Senator: Reply to your letter of August 14 on the subject 
was deferred until the 11 Federal home loan bank presidents—all of 
whom received similar letters—could meet for a thorough discussion 
of the questions involved. 

Such a meeting was held in Washington on August 27 and 28 and 
the presidents jointly drafted and unanimously adopted a reply, copies 
of which I am enclosing. It was felt that because of the vital impor- 
tance of the questions raised, an interchange of ideas by the presidents, 
based on their years of operating experience, would best serve you in 
the study which you and the committee are making. We sincerely 
hope our procedure meets with your approval and what we are sending 
will be of real value. If you can use additional copies, let us know. 

We thank you for having asked for our opinions on this important 
subject. 

Very truly yours, 















Water D. Suutrz, 
Chairman, Conference of Federal Home Loan Bank Presidents. 






Questions RELATING TO THE FEDERAL Home Loan Bank System 
IN GENERAL 





1. State your opinion of the primary purposes of the FHLBB and of the 
FSLIC under existing law and administration 

The purposes of the Federal Home Loan Bank Board and the Fed- 
eral Savings and Loan Insurance Corporation are to encourage home 
ownership, privately financed, and to encourage savings through a 
dual system of locally owned and locally managed Federal and State- 
chartered thrift and home-financing institutions, an insurance corpo- 
ration to insure the savings of the public in those institutions and 
11 Federal home loan banks which constitute a central reserve banking 


system for them. 
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The fundamental objectives of both the Federal Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation are 
to make the savings media served by them attractive to the public in 
order that there can be a sufficient amount of savings accumulations 
in each community throughout the Nation to provide home financing 
needs through the local institutions. 

Another purpose of the Board and Insurance Corporation is to 
assure the public of sound and economical home-financing plants. 


2. State your opinion of what these primary purposes should be, if in 
your opinion they should be changed. 

We are unanimous in our opinion that locally owned and locally 
managed thrift and home-financing institutions can best serve the 
needs of all American communities for savings accumulations and 
debt-free home ownership, because of their responsibilities to the 
communities which they serve as well as because of the responsibility 
of local management to the institutions which they serve as well as 
to the local owners of such institutions. The present system has 
demonstrated its continued and increasing strength in accomplishing 
the objectives set forth in Question 1 above and we believe there is no 
necessity for changing those purposes. 

These primary purposes are as they should be; they perform the 
needed economic services in connection with the financi ing of home 
ownership in a manner which is most responsive to the needs of the 
citizens of individual communities. This is accomplished through the 
maintenance of local ownership and local management without making 
the people of one community dependent upon organizations in distant 
cities, or upon Government, for these fundamental services. 


3. State your understanding of the present functions and relationships 


of the FHLBB and the FSLIC 


In our opinion, the primary functions of the Federal Home Loan 
Bank Board—not necessarily listed in order of importance—are as 
follows: To exercise general supervision over the district Federal home 
loan banks and to establish regulations and overall credit policies of 
such banks; to issue consolidated obligations of the banks, the pro- 
ceeds of which furnish the banks with funds which they acquire from 
the capital markets—also to approve the rates and terms of such 
obligations; to charter, regulate, and supervise federally chartered 
savings and loan associations and to jointly supervise, with various 
State departments, State-chartered associations, the accounts of 
which are insured by the Federal Savings and Loan Insurance Corpo- 
ration; to supervise noninsured member associations in States where 
there is no State supervisory authority; to initiate, where advisable, 
legislative proposals affecting the Federal home loan bank system, the 
Federal savings and loan associations, and the Federal Savings and 
Loan Insurance Corporation and to exercise executive direction over 
the operations of the Federal Savings and Loan Insurance Corpora- 
tion. Among other things, this responsibility includes such super- 
vision over insured associations as is necessary to protect the insured 
risk of the Corporation, management of Corporation investments, and 
actions under the Corporation’s authority to prevent default of insured 
associations; to coordinate the financial policies for which the Federal 
Home Loan Bank Board is responsible with the policies of other 
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Government corporations and departments of the executive branch of 
the Federal Government which have any bearing upon them. 

Under the general executive direction of the Federal Home Loan 
Bank Board, the primary purpose of the Federal Savings and Loan 
Insurance Corporation is to insure the individual savings accounts of 
Federal savings and loan associations, as well as the savings accounts 
in State-chartered associations which are eligible and can meet 
qualifying standards. 

In carrying out these functions, the work of the Federal Home 
Loan Bank Board and the Federal Savings and Loan Insurance 
Corporation are both aimed at the objective of making the savings 
accumulations in these institutions more attractive to the public and 
savers to assist in building up adequate pools of savings in the com- 
munities all over the country to take care of the home financing needs 
of these communities. 


4. Give any recommendations you may have for changing the functions 
or relationships of the FHLBB and the FSLIC 
The interrelationships and objectives of the Federal Home Loan 
Bank Board and the Federal Savings and Loan Insurance Coproration 
are identical and the closest integration of the Insurance Corporation 
with the Board is desirable and necessary. 


State any recommendations you may have with reference to the following 
activities: 
(a) Chartering of new Federal associations 

There are relatively few areas in the United States where the 
services of local thrift and home-financing institutions are not avail- 
able. However, we recognize the fact that there are some com- 
munities where such institutions would be or might be desirable. It 
is our intention to continue to cooperate fully with local groups 
desiring to establish associations, either Federal or State-chartered, 
where needed, and we shall endeavor to encourage healthy competition 
in those localities which have inadequate facilities. ‘However, we 
must continue to be cautious and deliberate in applying the criteria 
of community representation, necessity, and probability of success 
without an unduly adverse effect on existing institutions, and without 
creating any unusual or undesirable insurance risk for the Insurance 
Corporation. 


(b) Establishment of branch offices 

Branch offices of associations generally provide a needed and 
desirable facility for the public. 

We recognize that some areas which need savings and loan facilities 
cannot support an independent institution. We also recognize the 
increasing trend toward decentralization of American cities and towns 
which makes it necessary for businesses of all types to seek, follow, 
and serve the people. 

Therefore, under appropriate conditions, we favor authorizations 
for branch offices to sound, well-managed associations where there is 
an established necessity, probability of success, and no evidence of an 
unduly adverse effect on existing institutions of similar types. 
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(c) Formulation and promulgation of regulations, legal opinions, 
and Board decisions 

We believe that the Federal Home Loan Bank Board is careful and 
deliberate in its formulation and promulgation of regulatory changes 
and amendments. The requirements of the Administrative Procedure 
Act for notice and public procedure with respect to regulations are 
followed by the Board. We have no recommendation for any changes 
with respect to the formulation and promulgation of regulations, 
legal opinions, and Board decisions relating to the operation of 
members of the Federal home loan banks and the institutions whose 
accounts are insured. 

(d) Processing applications for insurance 

The officers and directors of the Federal home-loan banks are in 
close daily contact with savings and loan operations throughout their 
districts. Therefore, the methods of processing applications for insur- 
ance of accounts, which utilize the services of these individuals and 
require their recommendations, is not only the most economical pro- 
cedure but also the most adequate from the standpoint of the Insur- 
ance Corporation. It provides equal treatment for all applicants, 
Federal and State chartered. Every opportunity is afforded the 
Insurance Corporation to base its recommendations to the Federal 
Home Loan Bank Board on established facts. There is close coopera- 
tion between the banks, the Insurance Corporation, and the Federal 
Home Loan Bank Board in the processing of applications and definite 
coordination and correlation of supervision in reaching decisions on 
insurance applications. In our opinion, the processing of applications 
for insurance and the determination of risk assumption is surrounded 
by adequate, satisfactory safeguards. It has proven to be so since 
the inception of the Insurance Corporation 22 years ago. 

We believe that the criteria for insurance of accounts must be 
maintained at a high level in order to protect the Insurance Corpora- 
tion from unreasonable risks. Current criteria are, in our opinion, 
reasonable and proper. 


(e) (1) Liaison between the Board and the regional banks 
We have liaison which includes the Director of Federal home-loan 
bank operations, the Director of Division of Supervision, the Director 
of Federal Savings and Loan Operations and the General Manager of 
the Federal Savings and Loan Insurance Corporation who have almost 
daily contact with the Federal home-loan bank officers throughout 
the country. In addition, the bank officers as a group, or individually, 
have access to the Board members themselves. We have no specific 
recommendations for improving liaison because it is already good. 
There is an “open door’’ policy. 
(2) Liaison between regional banks and member institutions 
The banks have continuous liaison with their member institutions 
through individual field trips, numerous group meetings and State 
meetings of their members, correspondence, telephone, bulletins, 
et cetera. We believe that all member institutions have access to the 
regional bank staffs as at frequent intervals as they wish. Each 
bank has a majority of its directors elected directly by its members 
and the entire board of each bank is available for consultation with 
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individual member institutions. We have no recommendations as we 

believe liaison is highly effective. 
(f) Present supervisory procedures both with respect to FHLBB 

and regional bank 

As a reserve banking system, the Federal home-loan banks have a 
paramount interest in the safe and sound operations of their members. 
This is an active and continuing interest paralleling the interest of the 
Insurance Corporation in the soundness of member institutions. 
Therefore, it is desirable that the banks’ officers should act as agents 
for the Federal Home Loan Bank Board in its supervisory capacities. 
The supervisory staff of the Federal Home Loan Bank Board provides 
adequate coordination to protect the public and the interests and 
responsibilities of the banks, the Insurance Corporation, and the 

Federal Home Loan Bank Board. 


(g) Coordination of policies by the FHLBB with other govern- 
mental agencies, including the Treasury and the Federal 

Reserve Board 
The Federal Home Loan Bank Board has developed and is strength- 
ening contacts with other agencies of the Government having to do 
with monetary policies and housing matters which involve the Treas- 
ury, Federal Reserve System, Council of Economic Advisers, Housing 
and Home Finance Agency, Veterans’ Administration, Federal Na- 
tional Mortgage Association, and Federal Housing Administration. 
It is the practice of the Board and the banks to supply all interested 
agencies with statistics and details of bank and member operations. 


Questions RELATING SPECIFICALLY TO THE DESIRABILITY FOR 
SEPARATE MANAGEMENT OF FHLBB anp FSLIC 


1. What are the advantages and disadvantages of creating separate man- 
agement for the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation? 

Inasmuch as the objectives of the Federal Home Loan Bank Board 
and the Federal Savings and Loan Insurance Corporation are so nearly 
identical and intertwined, we see no advantage to a separation of the 
management of these two organizations. We see many disadvantages 
arising from a separation including duplication of personnel, increasing 
costs, possible conflicts in regulations and a need for multiplicity of 
liaison between two organizations working in the same field. Sepa- 
ration would result in confusion on the part of the member institutions 
and the general public. The record of 22 years of successful operation 
on the present basis justifies its continuance. 


2. Does the existing identity of management contribute to or detract from 
the purpose of protecting deposits? 

We believe for the reasons set out in No. 1 that the existing identity 
of management immeasurably contributes to the purpose of protecting 
the insured savings accounts of the general public. It might well be 
noted that the Federal Home Loan Bank Board’s respect for sound- 
ness of member institutions transcends that of any other consideration. 
The intelligent use of reserve credit for insured institutions aids in the 
protection of insurance of accounts. 
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3. In what ways would separate management of the Board and the Cor- 
poration promote public confidence in the savings and loan insur- 
ance program, or safeguard the interests of the Corporation and of 
the Treasury? 

Public confidence is based upon performance. There has been 22 
rears of successful performance under the present procedures and we 
elieve the interests of the Insurance Corporation and of the Treasury 

are being properly and adequately safeguarded. 


4. What evidence can be cited to illustrate the contention that the existing 
identity of management is less desirable at the present time than ut 
has been since the creation of the Insurance Corporation? 

We can cite no evidence to illustrate the contention that the existing 
identity of management is less desirable. On the contrary, in a recent 
case the president of a district bank, acting on behalf of the Federal 
Home Loan Bank Board, the Insurance Corporation, and all inter- 
ested parties, was able to effect a sale of the assets of an impaired 
institution to another local insured institution without loss of savings 
or dividends to the association’s members, and with only a small 
potential loss to the Insurance Corporation. These results were 
accomplished without interruption of public confidence and without 
delay. It is doubtful whether the settlement could have been effected 
without adverse public reaction or whether the public interest could 
have been served as well in the settlement of this case under any 
organizational plan which fails to give the Federal Home Loan Bank 
Board supervisory authority and direction of the Insurance Cor- 
poration. 


5. In considering the relationship between the Board and the Corporation, 
of what significance is the $750 million borrowing authority of the 
Corporation? 

We can see no reason to believe that members of the Federal Home 
Loan Bank Board, appointed by the President of the United States 
and approved by the Senate, would have any less integrity or any less 
desire to protect all of the public interest involved than if other indi- 
viduals were appointed as trustees of the Insurance Corporation. 

The integration of the Federal Home Loan Bank Board and the 
Federal Savings and Loan Insurance Corporation makes possible the 
best use of credit, as provided by the bank system, prior to the use 
of the borrowing authority of the Insurance Corporation for whatever 
purpose in the judgment of the Board may be required. 


6. Does the present identity of management contribute to or detract from 
the Board’s ability to encourage local thrift associations? 

The objective of the Federal Home Loan Bank Board and the Fed- 
eral Savings and Loan Insurance Corporation is to maintain the oper- 
ation of sound thrift and home-financing institutions in the public 
interest. The present identity of management does not detract but 
contributes to the Board’s ability to encourage local thrift associa- 
tions. This was one of the reasons why the vast majority of the 
aging and loan associations were opposed to Reorganization Plan 

0. 2 
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What are your best estimates of changes in operating expenses which 
would result from separate management of the Board and the Corpo- 
ration, both long-range and short-term changes? 

We are not in a position to render an accurate estimate as to such 
changes in operating expenses which would result from separate man- 
agement of the Board and the Corporation. The Federal Home Loan 
Bank Board is in much better position to do this. While we consider 
increased expenses as one of the valid reasons against the proposed 
separation of management, it is, in our opinion, by no means the most 
compelling one. 


8. In what ways would separate management tend to reduce expenditures 
of the Federal Government as a whole in the long run? 
We see no reason to believe that the operation of the Insurance 
Corporation by a separate board of trustees would safeguard the public 
interest any better than the present system. 


9. If it is your conclusion, based upon your answers to the foregoing and 
any other considerations, that some change should be made in the 
relationship between the FHLBB and the FSLIC, what are your 
recommendations for change and how may such change be accom- 
plished? 


We recommend no change. 


NATIONAL SAVINGS AND LOAN LEAGUE, 
Washington, D. C., October 24, 1956. 
Hon. Joun J. SPARKMAN, 
United States Senate, 
Washington, D. C. 

Dear Joun: In conformity with your letter of request of August 
14, 1956, and in the light of personal discussions which we have had 
per to and subsequent to your letter, and in conformance with the 
engthy discussions I have had with the staff director of the sub- 
committee, Mr. Jack Carter, I am happy to enclose the official views 
of the National Savings and Loan League. We have followed the 
outline of the questions submitted to us with answers listed for each. 

However, in order that you may be fully informed about our views 
on related matters not specifically mentioned in your questions, I am 
also enclosing a copy of the latest report of our Federal home-loan 
bank system committee which was accepted at our board of governors 
meeting in New York, October 15, 1956, for submission to the mem- 
bers. We were happy to have Mr. Carter present at that meeting 
to hear the discussion and to talk with us subsequently about the 
various features of that report. 

I respectfully draw attention to the outstanding record of the sav- 
ings and loan industry in providing the largest single part of the home 
financing for America’s homes. This is a vigorous, fast-growing indus- 
try but within the limits permitted by Congress and the Government, 
it has given a good account of itself in fulfilling its obligations. The 
crux of any discussion of future legislative action, it seems to me, is 
whether savings and loan associations should be given those additional 
business tools with which to do an even wider and more thorough job. 
Our view is that they should, and we welcome an opportunity to 
participate in studies or hearings on the subject. 
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It is timely, I believe, to emphasize also the generally excellent 
operating and supervisory situation within the industry. It is our 
carefully considered opinion that supervision has never been better; 
in fact, it has been excellent and the soundness of industry is a tribute 
to it. We have suggested certain improvements which we believe will 
enable supervision to take an even higher status with the highest type 
additional personnel. 

Sometime later I would very much like to have the opportunity of 
sitting down with you to discuss possible further legislative proposals 
in the light of that report. 

Sincerely yours, 
Harotp P. BraMan, 
Executive Manager. 


REPLIES TO THE QUESTIONS BY THE NATIONAL SAVINGS AND 
Loan LEeaGuE 


QUESTIONS RELATING TO THE FEDERAL HOME LOAN BANK SYSTEM IN 
GENERAL 


1. State your opinion of the primary purposes of the FHLBB and of the 
FSLIC under existing law and administration 

The primary purposes of the Federal Home Loan Bank System are 
to provide a permanent reservoir of credit from which home-financing 
institutions could (@) provide a continuous and steady flow of funds 
into the home-construction field and (6) meet the emergency with- 
drawal needs of member institutions. In our judgment the above 
statement of functions clearly reflects the thinking of Congress and the 
administration when the System was established. 

Both the House and Senate Banking and Currency Committees 
said, in reporting the bill: “It is the purpose of this home-loan bank 
will, with its system of not less than 8 nor more than 12 banks, located 
in different parts of the country, to function as a reserve system supply- 
ing short-time and long-time funds to these institutions” (S. Rept. 
837, H. Rept. 1418, 72d Cong., 1st sess.). 

During the hearings on the home-loan bank bill, both Banking Com- 
mittees of Congress were faced with the specific objections ‘‘(4) that 
the bill will encourage unhealthy home building’”’ and ‘(5) that the 
bonds of these banks cannot be sold.’’ To the first of these objections 
the committee said, ‘This statement is wholly unwarranted. There is 
nothing in the hearings in this bill to substantiate any such a claim. 
Sound, conservative home-financing institutions are not going to 
finance a home-building boom to the detriment of investments already 
made which they hold.’”’ And to the second, “If the bonds issued by 
these Federal home-loan banks cannot be sold, no bonds can be sold. 
These securities will represent prime securities.” 

In the opinion of the National Savings and Loan League the crucial 
issue is whether the Federal Home Loan Bank System is to function 
as it was intended to function. We disagree with those who say home 
lending is to be limited by net over-the-counter savings inflow. 
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FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


The primary purpose of the Federal Savings and Loan Insurance 
Corporation is to encourage savings and homeownership by insuring 
accounts placed in savings and loan associations. 


2. State your opinion of what these primary purposes should be if iw 
your opinion they should be changed 
If our understanding of the basic purposes of the Federal Home Loan 
Bank System is the correct one, we have no recommendations except 
those designed to implement the two primary functions. These recom- 
mendations will be placed under questions where appropriate and the 
balance appended to the questions. 


3. State your understanding of the present functions and relationships 
of the FHLBB and the FSLIC 

The Federal Home Loan Bank System is a 3-part organization 
created under 3 separate acts: (a) Federal Home Loan Bank Ack of 
1932, (6) Home Owners Loan Act of 1933 and, (c) National Housing 
Act of 1934. 

The Federal Home Loan Bank Board administers directly the re- 
sponsibilities imposed by the first two acts and furnishes executive 
direction for the Federal Savings and Loan Insurance Corporation 
which was created by the National Housing Act of 1934. 


4. Give any recommendations you may have for changing the functions 
or relationships of the FHLBB and the FSLIC 

The reserve functions of the Federal Home Loan Bank Board under 
the Federal Home Loan Bank Act, the supervisory functions under the 
Home Owners Loan Act, and the insuring functions under the National 
Housing Act should be kept separate and distinct in their administra- 
tion by the Federal Home Loan Bank Board but for the purpose of 
economy and centralization of Government agencies should be re- 
tained under the administrative control of the Federal Home Loan 
Bank Board. There should be a division of assignments so that 
supervision, insurance, etc., would be handled separately from the 
overall Board operation. Supervision and insuring functions should 
be removed within a reasonable time from the regional Federal home- 
loan banks and placed under direct control of the Federal Home Loan 
Bank Board in Washington with adequate provision to the supervising’ 
officer for compensation commensurate with his duties and responsi- 
bilities. 
5. State any recommendations you may have with reference to the following 

activities 
(a) Chartering of new Federal associations 

Section 5 (e) of the Home Owners Loan Act of 1933 provides: “No 
charter shall be granted except to persons of good character and 
responsibility, nor unless in the judgment of the Board a necessity 
exists for such an institution in the community to be served, nor 
unless there is a reasonable probability of its usefulness and success, 
nor unless the same can be established without undue injury to prop- 
erly conducted existing local thrift and home-financing institutions.” 

The National Savings and Loan League believes this statutory 
language establishes sufficient criteria to insure continued charter- 
ing of new associations wherever the need exists. However, we would 
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make one observation which is applicable not only to part A but to 
parts B, C, and D of question 5 as well. During the postwar period 
the savings and loan industry has expanded from a $10 billion to a 
$40 billion business. During the same period the number of Board em- 
ployees has actually decreased. Lack of sufficient personnel results 
in much delay in processing applications for charters, branches, and 
insurance of accounts. We believe this delay could be materially de- 
creased by the adoption by the Congress of a more realistic budget. 
The necessary funds would not be appropriated from tax moneys 
but would come from members of the Federal Home Loan Bank System. 


(b) Establishment of branch offices 
The National Savings and Loan League reconimends that no statu- 
tory changes be made with respect to the establishment of branch 
offices by Federal savings and loan associations. 


(c) Formulation and promulgation of regulations, legal opinions, 
and Board decisions 
With respect to the question of regulations, the National Savings 
and Loan League believes they should be limited to those necessary 
for the safety and soundness of the savings and loan business. As is 
the case with banks, savings and loan associations are chartered both 
by the State and the Federal Governments. We believe in the preser- 
vation of this dual system. The imposition of regulations on insured 
State-chartered associations, which are not necessary for the protection 
of the Insurance Corporation, impairs the dual system 
The promulgation of legal opinions and Board decisions would be of 
great assistance to the effective operations of the savings and loan 
business. 


(d) Processing applications for insurance 
Restrictions imposed upon an applicant for insurance of accounts 
should be limited to those necessary for the protection of the Insur- 
ance Corporation. 


(e) (1) Liaison between the Board and the regional banks 
(2) Liaison between regional banks and member institutions 
The National Savings and Loan League has no specific recom- 
mendations on this part. 


(f) Present supervisory procedures both with respect to FHLBB 
and regional banks 


See comments under question No. 4. 


(g) Coordination of policies by the FHLBB with other govern- 
mental agencies, including the Treasury and the Federal 
Reserve Board 

The Federal Home Loan Bank Board is an important segment of 
the economy of the country; it should be represented on any intra- 
agency councils or other similar bodies dealing with financial, mone- 
tary, or housing problems of the country. The Federal Home Loan 
Bank Board should be afforded the opportunity for formal liaison 
with the Treasury Department, the Council of Economic Advisers, 
and such other Federal agencies whose decisions may have an impact 

upon the operations of the Federal Savings and Loan System. 
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Questions RELATING SPECIFICALLY TO THE DESIRABILITY FOR 
SEPARATE MANAGEMENT OF FHLBB anp FSLIC 


1. What are the advantages and disadvantages of creating separate 
management for the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation? 

2. Does the existing identity of management contribute to or detract 
from the purpose of protecting deposits? 

3. In what ways would separate management of the Board and the 
Corporation promote public confidence in the savings and loan insur- 
ance program, or safeguard the interests of the Corporation and of 
the Treasury? 

4. What evidence gan be cited to illustrate the contention that the 
existing identity of management is less desirable at the present time 
than it has been since the creation of the Insurance Corporation? 

5. In considering the relationship between the Board and the Cor- 
poration, of what significance is the $750 million borrowing authority 
of the Corporation? 

6. Does the present identity of management contribute to or detract 
from the Board’s ability to encourage local thrift associations? 

7. What are your best estimates of changes in operating expenses 
which would result from separate management of the Board and the 
Corporation—both long-range and short-term changes? 

8. In what ways would separate management tend to reduce ex- 
penditures of the Federal Government as a whole in the long run? 

9. If it is your conclusion, based upon your answers to the fore- 
going and any other considerations, that some change should be made 
in the relationship between the FHLBB and the FSLIC, what are 
your recommendations for change and how may such change be 
accomplished? 

(For National League current policy statements related to the 
above question, see question No. 4 relating to FHLB System in 
general. The National League, after its present study, may have 
further recommendations.) 


NATIONAL SAVINGS AND LOAN LEAGUE 


REPORT OF FEDERAL HOME LOAN BANK SYSTEM COMMITTEE 
ACCEPTED BY THE BOARD OF GOVERNORS OF THE LEAGUE, 
OCTOBER 15, 1956 


The Federal Home Loan Bank System was originally conceived 
and considered as early as 1918 because of an apparent lack in ade- 
quate home-financing facilities throughout the Nation. This need 
was considered by Congress from time to time until the presentation 
of a bill before the 72d Congress. At this time, after exhaustive 
public hearings, the Federal Home Loan Bank System was created 
and brought into being. A careful study of the basic acts underlying 
the Federal Home Loan Bank System and its affiliated operations 
leads to the conclusion that the foundation has been laid for an effec- 
tive system to supply the home financing needs of the country. For 
an analysis of the intent of Congress in creating this System, excerpts 
from a report made by Senator Watson in 1932 are useful and in many 
instances applicable today (see Sen. Rept. No. 837, 72d Cong., 1st 
sess., June 16, 1932). 
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On the point of the need for higher percentage financing with the 
elimination of second mortgages and on the point of supplying funds 
in sparse areas from plentiful areas, note the following excerpt from 
this report: 

“The supply of capital for financing home owning and home building 
has never been sufficiently adequate to result in low cost of funds or 
a sufficiently liberal loan to eliminate the costly second mortgage, 
land contract, and other junior financing. It has been plentiful in 
some portions of the country, but scarce and costly in others, particu- 
larly in the South, Middle West, and West.” 

On the point that the reserve system was intended to supply short- 
term and long-term funds, note the following excerpt from this report: 

“The building and loan associations, cooperative banks, homestead 
associations, 11747 in number, together with savings banks, trust 
companies and other banks, and some insurance companies, have 
engaged in the home financing field. These institutions have never 
had a place to go for emergency accommodations or for long-time 
funds. It is the purpose of this home loan bank bill, with its system 
of not less than 8 nor more than 12 banks located in different parts 
of the country, to function as a reserve system supplying short-time 
and long-time funds to these institutions.’’ 

On the point that funds are to be used to provide expansion, note 
the following excerpt: 

“The Home Loan Bank System would provide a reserve agency 
whereby these institutions can raise funds upon their seasoned 
home mortgage loans. These funds will be used for several purposes: 

“1. To refinance existing mortgages so as to permit smaller 
payments and to accommodate the needs of withdrawing mem- 
bers and depositors. * * * 

“4. To provide funds for modernization, repairs, and main- 
tenance of existing homes, thus increasing employment. * * * 

“6. For such building of small homes as may be desired and 
needed in many localities, thus giving employment to those en- 
gaged in the building trades.” 

On the organization of these banks and their joint and several 
liability on obligations, note the following: 

‘All members may borrow from the Federal home-loan bank 
by placing mortgages with the bank to secure loans. * * * The 
banks cannot advance to any member an amount in excess of 12 
times the amount of the capital subscribed by the member. ‘The 
bonds issued by each bank are secured by seasoned real estate home 
mortgages, with not less than 190 percent of unpaid mortgage prin- 
cipal behind each dollar of bond issues. Some short-time loans out 
of capital subscribed by members are permitted without mortgages 
being placed as collateral, but funds realized from bond issues cannot 
be so loaned. * * * 

“The banks are jointly and severally liable on the bonds and in 
order to keep the banks in proper condition to serve their member- 
ship, they are required to have an amount equal to the capital sub- 
scriptions of their members invested in (1) United States Govern- 
ment securities; (2) deposits in banks or trust companies; and (3) 
short-term loans to members. * * * 

“Broad powers are given to the Federal Home Loan Bank Board 
in regulating the activities of the banks and in providing for the orderly 
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conduct of home-financing activities throughout the country. The 
Board has broad powers in selecting officers, employees, attorneys, 
and agents, although no compensation is permitted in excess of the 
salary paid Board members. The Board has powers of examination 
and can require periodical statements as well as examinations of Fed- 
eral home-loan banks and their members. * * *” 

On the need for this system, which is still existent, note the follow- 
ing lengthy excerpt and also bear in mind that if these objectives and 
need are not supplied by the Federal Home Loan Bank System, 
Congress will be disposed to create another system or turn to other 
avenues for supplying this need: 

“(1) Figures show that home ownership in the United States is 
declining and that we are drifting into a nation of tenants. The 
principal reason is an insufficient amount of low-cost long-term in- 
stallment mortgage money. The home loan bank bill is designed to 
place long-term funds in the hands of local institutions. Thus, a 
debt-free home ownership can be created as borrowers reduce their 
debt from month to month. Our national credit structure needs, in 
addition to the Federal Reserve System and the Federal Farm Loan 
System, these home loan banking units to serve the small saver and 
the home buyer in the cities and small towns.”’ 

‘“‘(4) Homeownership has been commended and urged by our men 
in public life and leaders in all phases of American life. Millions of 
our thriftiest and most patriotic citizens have purchased their homes 
and now own them free from debt or with only small remaining mort- 
gage balances. Recent statistics show that in the last hundred years 
over 8 million homes have been purchased through the building-and- 
loan plan alone. Today these people from the common walks of life 
cannot borrow on these homes to tide them through vicissitudes of 
unemployment, reduced income, sickness, and the like. These diffi- 
culties arise because mortgage credit has dried up a situation which a 
home-loan-bank system for discounting home mortgages would 
prevent. 

“‘(5) The investment in the homes of the country is a significant 
and imposing portion of our national wealth. Much of the decline 
in the values of residential real estate has been due to the lack of 
credit during the last 2 years. * * * The existence of a home-loan- 
bank system will in the future prevent the recurrence of present 
conditions * * *.” 

(8) * * * The homeowner should not be subject to the vicissi- 
tudes of the general money market. * * * The home-loan-bank 
system will stabilize the home-financing activities of the country and 
provide a device through which mortgage funds will flow into the 
areas of need with resulting benefit to home ownership in the form of 
lower costs and more liberal loans * * *.”’ 

Today our Nation is at the opposite end of the great pendulum 
swinging in our economic cycle. During these 22 years our system has 
been of great service to our Nation in aiding our recovery from a great 
depression and supporting our Government during World War II and 
the great expansion that has taken place in our country since the 
termination of that war. With an expanded economy, there has come 
a sharply expanded need and demand for home financing. 

Changing economic conditions have necessitated many changes in 
our System, both because of the growing prosperity of our Nation and 
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the great growth that has taken place within the membership of the 
Federal Home Loan Bank System.. Today the savings-and-loan 
associations have decreased in number but have greatly increased in 
stature and in the ability to provide effective services, if permitted to 
do so, to the communities which they serve. The gross assets of these 
associations now exceed $40 billion and have been the prime movers 
in converting our country from a nation of tenants to a nation of 
homeowners. 

During the 22 years since the founding of the Federal Savings and 
Loan System, the Sarees Nene industry has made nearly $75 
billion in home loans. These associations have historically financed 
one-third or more of all nonfarm residential properties of $20,000 or 
less in value. 

These associations have rendered a major service to the people of 
our country as a savings medium, and because of this have given 
great assistance in enhancing the growth and development of our 
economy. ‘The industry has accepted an assignment, as conceived 
by Congress, to create an additional independent financial system with 
specific goals. Every expectation has been more than fulfilled. 
Today’s economy, however, has vastly expanded from the days of the 
late twenties and early thirties, and it is self-evident that although the 
development of the savings-and-loan business has far exceeded even 
the visions of anyone facing the problems of that era, the need and 
demand for home financing has continued at the same or greater 
pace. 

The transition has affected the mechanics and philosophies of the 
business as it has all other major segments of our business economy. 
The savings-and-loan business has many times been before Congress, 
requesting implementing laws or modification of existing laws to 
better fit our business to cope with current problems, always within 
the original framework of our initial program and should continue 
to do so. 

There is currently under study the recodification of all Federal 
laws pertaining to financial institutions, and it is pertinent that the 
savings-and-loan industry present the reuslts of its finding for the 
improvement of the operations and structure of the Federal Home 
Loan Bank Board and the System it serves. The National Savings 
and Loan League for 2 years has studied this problem carefully, and a 
special committee appointed for this purpose herewith presents its 
findings and recommenrféfations: 


RECOMMANDATIONS OF THE NATIONAL SAVINGS AND LOAN LEAGUE 


1. The Federal Home Loan Bank System should be an independent 
agency, just as the Federal Reserve System is independent. In this 
connection the Federal Home Loan Bank Board, like the Federal 
Reserve System and the Federal Deposit Insurance Corporation, 
should be independent of the Classification Act and similar controls 
imposed under the civil service, appropriation, and similar acts. 

2. The Federal Home Loan Bank Board was originally conceived 
as a 5-man Board. Through various administrative orders, this has 
been varied from time to time to meet changing economic and political 
stresses which were taking place in our country. It is recommended 
that consideration should be given to reconstituting the Board as a 
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5-man Federal Home Loan Bank Board, and in the appointment of at 
least 2 members, the President should have due regard to a fair repre- 
sentation of the savings-and- loan industry. 

3. It is the desire of the Federal Government. to liquidate its invest- 
ment in the Federal Savings and Loan Insurance Corporation. It is 
recommended that all members insured by the Corporation be 
required to pay an insurance premium for a 3-year period in advance, 
each member association to set up as an siiot account the advance 
premiums, charging only the first year’s premium as an expense 
account, and the additional funds rece ived by the Corporation to be 
used to liquidate the Federal Government’s investment in full. Upon 
the completion of this program, it is further recommended that the 
insurance premium be adjusted periodically in keeping with the 
experience of the Corporation and the creation of adequate reserves 
for the protection of member institutions. 

4. Since the Federal Home Loan Bank Board is an important 
segment of the economy of the country, it should be represented on 
any intra-agency councils or other similar bodies dealing with financial, 
monetary, or housing problems of the country. The Federal Home 
Loan Bank Board should be afforded the opportunity for formal 
liaison with the Treasury Department, the Council of Economic 
Advisers, and such other Federal agencies as may have an effect or 


impact upon the operations of our System. 
5. The Federal Home Loan Bank System is a 3-part organiza- 
tion created under 3 separate sets of laws: 

(a) The reserve functions of the Federal Home Loan Bank 

Board were established under the Federal Home Loan Bank Act 

of 1932; 

(6) The supervisory functions of the Board under the Home 

Owners’ Loan Act of 1933; and 

(c) The insuring functions under the National Housing Act 

of 1934; 

The reserve functions of the Federal Home Loan Bank Board under 
the Federal Home Loan Bank Act, the supervisory functions under 
the Home Owners’ Loan Act, and the insuring functions under the 
National Housing Act should be kept separate and distinct in their 
administration by the Federal Home Loan Bank Board, but for the 
purposes of economy and centralization of Government agencies, 
should be retained under the administrative control of the Federal 
Home Loan Bank Board. With a five-man B@rd, there should be a 
division of assignments so that supervision, insurance, etc., would be 
handled separately from the overall Board operation. Supervision 
and insuring functions should be removed, within a reasonable time, 
from the regional Federal home-loan banks and placed under direct 
control of the Federal Home Loan Bank Board in Washington, with 
adequate provisions for the supervising officer for compensation com- 
mensurate with his duties and responsibilities. The banks would be 
more effective in resolving credit problems and would be creative in 
presenting a better basis for improvement in the System in other 
phases of savings-and-loan operations. 

The Federal home-loan banks should have more autonomy and 
independence of action from the Board. The Federal home-loan 
banks should have complete freedom of action to provide credit within 
limits and at rates prescribed by the respective banks to take care of 
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lending requirements, subject to the liquidity requirements established 
by the Federal Home Loan Bank Board in Washington. Extraor- 
dinary demands by one or more banks for funds out of the general 
financing should be adjusted by a differential in rate when the overall 
rate is increased by excessive demand. Increased demand for funds 
in any area should not restrict allocation to that area, since one of 
the purposes of the Bank System is to secure the distribution of funds 
from plentiful areas to sparse areas. Excess use of funds by savings 
institutions should be controlled by imposition of tests as to safety 
and soundness and under supervisory authority. There should be no 
credit control over Federal home-loan banks. Controls to limit 
housing should not be imposed unless and until comparable controls 
are imposed on all other major types of institutions making mortgage 
loans, including insurance companies, pension funds, trust companies, 
banks, etc., and unless similar controls are imposed on VA, F HA. 
direct lending, etc. Controls to stop inflationary tendencies should 
rest with only one Federal agency and should be exercised in a manner 
to affect the entire economy. 

The facilities of the Federal Home Loan Bank System should be 
used to expedite the purchase and sale of mortgages between members, 
including conventional loans, without geographical limitation. Pro- 
visions should be created to provide for warehousing of mortgages out 
of long-term funds and the creation of a secondary market within the 
Federal Home Loan Bank System, and any other facility that might 
aid the home-ownership program as approved by the administration. 
The Federal Home Loan Bank Board should consider a financing 
policy of raising funds on a long-term basis for the purpose of making 
contractual loans to members when such loans to members are a 
contractual long-term advance for investment in mortgage loans. 
Savings-and-loan associations should be free to procure funds from 
pension trusts or other similar funds on a contractual basis entirely 
separate from the normal savings procurements. 

8. It is recommended that a restudy be made of the membership 
of the Federal Home Loan Bank System and the election and appoint- 
ment of directors to the various Federal home-loan bank boards of 
directors. Membership in the Federal Home Loan Bank System 
should be conditioned upon membership in the Federal Savings and 
Loan Insurance Corporation. Public-interest directors should be re- 
quired to attend Board meetings on a regular basis and should have 
their appointment terminated upon extended nonexcused absences, 
and should be appointed from outside the savings-and-loan industry. 
Elected directors should have terms limited to not more than two 
consecutive terms and State representation should be within the con- 
trol of each State electing such representation. 

9. It is recommended that the Federal Savings and Loan Advisory 
Council be strengthened by the assignment to that body by the 
Federal Home Loan Bank Board of secretarial and clerical assistance 
in order that their findings and recommendations may be more prop- 
erly presented to the Board for consideration. Hearings should be 
held on all recommendations made to the Board by this body, and 
any decisions made by the Board on these recommendations should 
be made public. 

10. There should be an extension of liquidity requirements for all 
insured savings-and-loan associations within the present statutory 
84258—56——6 
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limits of 4 to 8 percent, or a reasonable equivalent formula, and it 
should be varied as economic conditions dictate. There should be 
additional liquidity requirements imposed. To the minimum liquidity 
requirements it is recommended that the following should be added as 
additional liquidity requirement: 
1. Five percent of all borrowings due within 18 months. 
2. One hundred percent of all escrow (tax, insurance, etc.) 
accounts held for others. 
3. One hundred percent of commitments (including loans in 
process) in excess of the total of the following: 
(a) Nine times the preceding 12 months average repay- 
ment of principal on all mortgage loans; 
(b) Plus or minus the preceding month’s net increase or 
decrease in savings. 

11. The banking field, the Congress, and Washington supervisory 
authorities have insisted on a dual system of State banks and national 
banks and that the Federal Government should take no action which 
would interfere with or impair the State-chartered banking system. 
It is recommended that a similar position should be insisted upon 
with reference to the savings and loan system. Actions and regula- 
tions of the Federal Savings and Loan Insurance Corporation should 
be limited to those necessary for the safety, soundness, and protection 
of the Insurance Corporation. 

12. There should be a workable and practical two-way street 
between State and Federal associations and stock and mutual asso- 
ciations. Conversion procedure should be one that will withstand 
scrutiny from Congress and the public. Care should be exercised to 
see that the shareholders are fully and adequately informed and 
protected as to the fair value of stock resulting from their rights and 
privileges, if any, upon which stock a fair value approved by the 
Federal Home Loan Bank Board shall be established by the convert- 
ing association and announced by appropriate written notice mailed 
to all parties entitled to stock rights. In addition, the reserves of the 
mutual association should be kept intact upon a conversion into a 
stock association and not be depleted. These recommendations are 
intended to apply only to conversions initiated in the future. 

13. The savings and loan industry should insist on a free com- 
petitive private enterprise economy with a minimum of government 
regulation or control, except that necessary to assure safety and 
soundness of the business. Regulations for the purpose of limiting 
or restraining competition or regulations of a public utility nature 
to control rates should be rejected. 

14. The savings and loan industry should favor the extension of 
the savings and loan business where it will be in the public interest 
and provide additional service and benefits for the public and not be 
in conflict with the safety and soundness of the business. The 
National Savings and Loan League recommends that authorization 
be granted to permit the following practices which would provide 
better service to the members of the communities which are served 
by the member institutions and in keeping with the basic principles 
following the best practices of local thrift and home-financing 
institutions: 

(a) It is recommended that members of the Federal Home Loan 
Bank System be authorized to establish variable dividend rates on 
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savings accounts within their institutions, provided that accounts 
of ‘the same classification receive the same rate. This proposal is 
recommended on the basis that in various sections of the country, 
different types of accounts receive greater competition from outside 
investments, and, further, that small, active accounts are more costly 
to handle than stable, long-term accounts. 

(6) It is recommended that authorization be granted on an optional 
basis to pay dividends on savings share accounts on a quarterly basis 
or such other procedure in the payment of dividends which may be 
considered necessary to meet services offered by other local insti- 
tutions. 

(c) It is recommended that authority be granted to member insti- 
tutions to make capital investments not to exceed 20 percent of share 
capital in land and/or buildings for the purpose of slum clearance, 
community rehabilitation, minority housing, and such other real estate 
developments that are in the interest of community development and 
public welfare. This recommendation is made because it is recog- 
nized that the savings and loan industry has an obligation to the 
community to improve the standard of living of the citizens of the 
area. 

(d) It is recommended that member associations be authorized to 
purchase conventional mortgage loans in areas outside of their normal 
lending area on a direct basis or a participating basis, so long as such 
loans are serviced by another member institution and the total of such 
loans does not exceed 20 percent of their mortgage loan portfolio. 
This recommendation is made in recognition of the differences in 
funds available between the geographic areas of the country. 

(e) There should be attempts made to provide a self-insurance 
program within the Federal Home Loan Bank System in connection 
with life insurance on mortgage loans to retire the indebtedness in the 
event of the death of the principal mortgagor. 

(f) It is recommended for the purpose of relieving a hardship on 
many of the savings members of associations in the lower economic 
levels that authority be granted to make personal loans to any member 
of a Federal savings and loan association not to exceed $500 for a 
term not exceeding 3 years, such loans not to exceed 10 percent of the 
savings accounts of the association. 

(g) It is recommended that the policy of the Board with regard to 
the issuing of authorization for branch offices of Federal savings and 
loan associations be relaxed. Careful consideration should at all 
times be given to the possibility that a branch office might serve the 
needs of the community better than a newly chartered association. 
Areas not presently served with adequate financing facilities and 
localities not able to be served by branch facilities of existing nearby 
institutions should be granted new charters where public need is 
indicated. 

15. In order to provide a sounder savings and loan system for the 
furtherance of thrift and home financing, the National Savings and 
Loan League recommends a broader base of investment powers for 
Federal savings and loan associations which would authorize invest- 
ment in such municipal and other bonds or obligations as are author- 
ized from time to time by rules or regulations of the Federal Home 
Loan Bank Board. This authority would extend to savings and loan 
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associations investment powers now held by savings banks and many 
State-chartered institutions in the savings and loan field. 

16. The National Savings and Loan League favors striking the 
words “and Loan” from the name “Federal Say ings and Loan Insur- 
ance Corporation” since loans are not insured and the inclusion of that 
word in the title is not properly descriptive. 

On the subject of international relationships, it is reeommended 
that the Federal Government and the Congress be urged to channel 
through the Federal home-loan banks such funds as may be appro- 
pr iated for assistance to housing in foreign countries, particularly with 
emphasis upon aid to housing to be provided in the foreign countries 
through counterparts of savings and loan associations. 

18. In the international field, it is further recommended that the 
Federal Government undertake the study of the possibilities for 
direct investment in housing in Latin American countries by savings 
and loan associations through the medium of a guaranteed or insured 
mortgage. In view of the fact that commercial banks of the United 
States have branches in many of the Latin American nations, it is 
believed that there is no justifiable reason for barring savings and 
loan associations from having offices in such countries if the countries 
themselves permit foreign banking and mortgage institutions. 


JAMES E. Brent 
Chairman, Federal Home Loan Bank System Committee. 


Unirep States SAvines AND LoAN LEAGUE, 
Washington, D. C., October 1, 1956. 


Senator JoHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
Senate Banking Committee, 
Senate Office Building, Washington 25, D. C. 

Dear Senator SparkMAN: Attached is the response of the United’ 
States Savings and Loan League to your questionnaire regarding the 
organization ‘of the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation. This reply was developed 
by a special committee consisting of the past presidents of the league 
and represents that committee’s official action. For practical pur- 
poses, this can be considered the official view of the United States 
League, although it is subject to confirmation by the league’s execu- 
tive committee at the annual convention. 

As you know, our committee spent 2 days developing these answers 
after each committee member had been given an entire file of back- 
ground information for careful study prior to the meeting. We were 
delighted to have the opportunity to consult with Mr. Percival 
Brundage, Director of the Bureau of the Budget, and his associates, 
and Mr. Jack Carter, staff director of your subcommittee, and we also 
had the benefit of consultation with Mr. Preston Delano, former 
Comptroller of the Currency. I can assure you that the committee 
was honored and inspired by your personal interest as evidenced by 
your attendance at luncheon. 

We believe that the answers in our reply provide the basis for sub- 
stantial improvement and strengthening of the Government agencies 
dealing with the savings and loan business. We are firmly convinced 
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that they will accomplish the broad objectives sought by the President 
in the submission of Reorganization Plan No. 2 without the adverse 
results of an actual splitting of the two agencies. 
Sincerely yours, 
STEPHEN SLIPHER, 
Staff Vice President. 


Questions RELATING TO THE FrpERAL Home Loan Bank System 
IN GENERAL 


1. State your opinion of the primary purposes of the FHLBB and of the 
FSLIC under existing law and administration 


The primary purpose of the Federal Home Loan Bank Board and 
of the Federal Savings and Loan Insurance Corporation is to enable 
savings and loan institutions to make their maximum contribution 
to their respective communities and to the national economy. 
Therefore, an accurate statement of the purpose of these two instru- 
mentalities requires some analysis of the objectives of the savings 
and loan institutions themselves. 

It is commonly accepted that a savings and loan association has 
two purposes: (1) To provide a dependable system of mortgage credit 
for those who wish to buy, build, or remodel their homes; and (2) to 
create and maintain a safe repository and profitable employment 
for the savings of the general public. By carrying out these specific 
assignments, savings and loan associations serve the broader general 
purpose of furthering debt-free homeownership and of increasing 
the sum total of savings in the community and the Nation; they thus 
ultimately serve the individual as well as the community by bolstering 
his self-reliance and enhancing his economic status. 

The Federal Home Loan Bank Board and the Federal Savings and 
Loan Insurance Corporation have contributed to the effectiveness 
of savings and loan associations in pursuing these objectives for more 
than 20 years. The Board, through its several activities: The 
Federal Savings and Loan Insurance Corporation, the Federal 
Home Loan Bank System, the Federal Savings and Loan System; 
has fostered higher standards of effectiveness on the part of the 
management of these institutions and has been engaged in a continuous 
endeavor to help the associations meet those standards. These 
instrumentalities seek to encourage the development of a savings and 
loan system where safety for the saver is unquestioned and availability 
of home mortgage money is sufficient to meet the bona fide home credit 
demand in each community. 

It should be noted that the operations of the Board and the Insur- 
ance Corporation are completely self-supporting. The Board exists 
by assessing its entire cost of operation against the institutions dealt 
with and the Insurance Corporation operates on its premiums and 
other earnings, and, of course, all of such cost falls finally upon the 
savers and borrowers who are served by these institutions. The 
Congress authorizes the amount of administrative expense to be 
incurred, but there is no appropriation of tax money for expense in 
Washington or in the field. 
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2. State your opinion of what these primary purposes should be, if in your 
opinion they should be changed 

The United States Savings and Loan League believes there should 
be no changes in the primary purposes, and that the Federal Home 
Loan Bank Board and the Federal Savings and Loan Insurance 
Corporation should continue to have as their main purpose the max- 
imum contribution of all the savings and loan associations to their 
respective communities. 


3. State your understanding of the present functions and relationships of 
the FHLBB and the FSLIC 


The Federal Home Loan Bank Board directs or supervises the three 
major activities through which the Federal Government seeks to 
strengthen the Nation’s savings and loan system: The Federal Home 
Loan Bank System, the Federal Savings and Loan System, and the 
Federal Savings and Loan Insurance Corporation. Thus, as the 
league understands it, the functions of the Board are many and varied. 
These functions include acting as the Board of Trustees for the Fed- 
eral Savings and Loan Insurance Corporation and the executive direc- 
tion of the Corporation All of the Board’s functions are connected 
with assistance to the savings and loan institutions and through them 
to the borrowers and the savers in the associations. In a certain 
sense, the functions of the Insurance Corporation are functions of the 
Board, but by no means all of the functions of the Board are likewise 
functions of the Corporation. 


FEDERAL HOME LOAN BANK SYSTEM 


The earliest effort of the Federal Government to strengthen the 
existing savings and loan or building and loan associations as savings 
institutions and as home-lending institutions was the establishment 
of the Federal home-loan banks in 1932. Eleven district Federal 
home-loan banks, each with its own board of directors, each a corpo- 
rate entity and semiautonomous, form a network of reserve credit for 
approximately 4,400 of the 6,000 savings and loan institutions in the 
country. All of the other savings and loan institutions are eligible to 
apply for membership in the Federal Home Loan Bank System and 
to participate in its facilities. Not all of them, especially the small 
ones, have elected to qualify for this membership. The Federal 
home-loan banks make advances to their member associations to 
meet their seasonal and emergency credit requirements. They also 
offer deposit facilities for the funds for which the associations do not 
have immediate employment. 

The Federal Home Loan Bank Board exercises general supervision 
over the 11 district Federal home-loan banks. It sets broad patterns 
for their credit policies, prescribes rules and regulations for their con- 
duct, and amends these from time to time. It examines each of the 
banks annually, keeps statistics of their operations, and keeps con- 
tact with the banks on the movements of mortgage credit and the 
trends in savings inflow and outflow in the member savings and loan 
associations. 

The Board issues consolidated obligations to raise funds for the 
banks in the capital markets. It approves the rates and terms of 
each issue and makes the funds available to the several banks. 
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The Board conducts the election of directors for the district banks 
and appoints a specified number of public-interest directors for each 
of the banks as well as naming the chairman and vice chairman of the 
board. 

As far as the member associations of the Federal home-loan banks 
are concerned, the Board has one major regulatory function. It sets 
the liquidity ratio to which all bank members must adhere, being 
permitted by law to vary the ratio from 4 to 8 percent from time to 
time as the circumstances permit. 


FEDERAL SAVINGS AND LOAN SYSTEM 


The Federal Home Loan Bank Board received its second perma- 
nent responsibility in 1933 when the Congress commissioned it to 
charter and supervise a system of Federal savings and loan associa- 
tions. Until the enactment of this law, all associations had been 
operated under State charter. A major purpose of the newly author- 
ized Federal charters was to spread the benefits of the already proven 
savings and loan system to corners of the country where such institu- 
tions were not in operation. A byproduct of the establishment of 
the Federal Savings and Loan System was an impetus toward uni- 
formity of practice and a new prestige factor accruing from the very 
fact of a Federal charter, since the Federal Government had risen to 
new heights of prestige in the 1930’s. 

Because of this chartering function, the Federal Home Loan Bank 
Board now has the chief public responsibility for the sound operation 
of some 1,700 locally owned and operated savings and loan associa- 
tions whose assets constitute 53 percent of all savings and loan assets 
in the United States and Territories. Included are both newly organ- 
ized associations and those which have converted from State to Fed- 
eral charter sometime in the past 23 years. New charters continue 
to be granted as the population of the country shifts and as decentral- 
ization of industry changes the urban pattern. 

Along with the chartering function of the Federal Home Loan Bank 
Board is the responsibility of processing applications by the Federal 
associations for the establishment of additional offices. The Board 
must either approve or disapprove such applications. 

A substantial part of the Board’s function in the supervision of 
Federal associations consists of the making of rules and regulations. 
Some of these must be made as required by the statute. Others are 
promulgated within the statutory framework of the Board’s powers 
at the suggestion of savings and loan leaders or as the Board itself 
considers ~ important to the sound conduct of a savings and loan 
institution. 

In connection with the authority of the Federal Home Loan Bank 
Board to make regulations, it should be noted that the act providing 
for Federal savings and loan associations and the act creating the 
Federal Savings and Loan Insurance Corporation are substantially 
shorter than the National Banking Act and the Federal Deposit In- 
surance Corporation Act. In regulation of the Federal savings and 
loan associations, the Board has substantial regulatory making author- 
ity with respect to the nature and operation of federally chartered 
associations. The trustees of the Federal Savings and Loan Insur- 
ance Corporation have substantial regulatory powers with respect to 
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the nature and operations of the insured savings and loan associations, 
approximately one-half of which are federally chartered. 

Because of the broad regulatory authority given the Board with 
respect to the operation of Federals and the Insurance Corporation 
with respect to the operation of all insured institutions, there is the 
possibility of substantially more conflict arising between the Board in 
dealing with Federals and the Insurance Corporation in dealing with 
insured institutions than between the Comptroller of the Currency in 
dealing with national banks and the Federal Deposit Insurance Cor- 
poration in dealing with insured banks. 

The Board must hold hearings on any proposed new or changed 
regulation materially affecting the operations of Federal associations. 
After all witnesses have been heard, the Board must then render 
judgment as to final promulgation or abandonment of the proposal. 

Federal associations are examined by the Board through its examin- 
ing division staff to ascertain their financial condition and to guard 
their adherence to statutory and administrative laws. The examina- 
tion schedule for each institution is every 12 to 15 months, depending 
largely on the budget allowance. 

The Board also administers the laws and regulations with regard to 
conservatorships and receiverships or other disciplinary steps which 
conditions may call on it to take as supervisor and guardian of the 
public’s interest in the federally chartered associations. 


FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


The third permanent responsibility for the Federal Home Loan 
Bank Board was created in 1934. This was the Federal Savings and 
Loan Insurance Corporation, a Government corporation, whose prin- 
cipal function is to insure the accounts in savings and loan associations 
against loss to the account holder. The maximum amount of $10,000 
is insured for each investor. 

Normal activities of the Corporation include processing the appli- 
cations for insurance of accounts which are received from savings and 
loan institutions not yet insured. Inasmuch as the great majority of 
savings and loan institutions operate under State charter and insurance 
of accounts is optional with these State-chartered associations, there 
remains a considerable field from which new applicants for insurance 
can come and do come annually. 

The Federal Savings and Loan Insurance Corporation makes rules 
and regulations relating to the practices of insured institutions. Thus 
another function of the Corporation is the analysis and evaluation of 
applications pursuant to these regulations. 

For the safeguarding of the sound management of insured savings 
and loan associations, the Federal Savings and Loan Insurance Cor- 
poration from time to time adopts regulations to which all insured 
associations must adhere in their conduct of their everyday affairs. 
The members of the Federal Home Loan Bank Board as trustees of 
the Federal Savings and Loan Insurance Corporation make these 
decisions as to regulations proposed for insured associations after 
receiving the views of all interested parties. 

A routine function of the Federal Savings and Loan Insurance 
Corporation is the billing and collecting of the annual insurance 
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premiums which insured associations pay at the rate of one-twelfth of 
1 percent of their insured liabilities as set by statute. 

The Corporation has the function of investing the surplus, all of 
which goes into Government securities. It is pdnuired to retire 
annually a part of the capital stock, paying back to the Federal 
Treasury in the annual rate of one-half of net earnings for the fiscal 
year. The Corporation’s financial functions include also paying an- 
nually a return on its remaining capital stock at a rate determined by 
the Secretary of the Treasury. 

The Corporation also has an insurance settlement function. It pays 
insurance to the investors in defaulted institutions through 1 of the 2 
methods permitted by the law. It may either arrange for the investors 
to have an account of like amount in another insured savings and loan 
association, or pay the investors in cash. In either case, the Corpora- 
tion has the responsibility of salvaging from the assets of the defunct 
insured association all possible amounts to be applied against the cost 
of paying out the insurance. In 1 case, the Corporation purchased 
the assets of a defaulted association and liquidated them; in 7 cases, 
it placed the institution in liquidation and paid the insurance; mergers 
have been arranged in other cases. 

Rehabilitation of insured institutions where the trouble is not 
irreparable is also a function of the Corporaton. In 28 cases, cash 
grants have been made by the Corporation to prevent default; these 
cases include instances where a merger of a defaulted institution with a 
sound one was deemed the best solution. 

A statistical function of the Corporation provides a current analysis 
of the financial condition of insured associations, the data as to inflow 
of money and the volume of mortgage lending. 


GENERAL FUNCTIONS OF THE FEDERAL HOME LOAN BANK BOARD IN THE 
EXECUTIVE DEPARTMENT 


The Federal Home Loan Bank Board initiates from time to time 
legislative proposals affecting all three of the activities over which it 
has general supervision. All legislative contacts with the Bureau of 
the Budget to obtain administration approval for proposed changes 
in the statutes governing the Federal home-loan banks, the Federal 
savings and loan associations, and the Federal Savings and Loan 
Insurance Corporation are made by the Board. 

The Board is called on to coordinate the financial policy for which 
it is responsible in the savings and loan institutions with the policies 
of other Government agencies and departments. Careful coordina- 
tion and frequent conference with the Treasury Department, the 
Federal Reserve Board, the Federal Deposit Insurance Corporation, 
and the Council of Economic Advisers of the President are a part of its 
duties. 

The Board has a corollary function to its supervision of Federal 
savings and loan associations where non-Federal members of the 
Federal Home Loan Bank System are not under a State supervisory 
department. The principal jurisdiction of non-Federal associations 


where the Board is the supervisory authority is the District of Co- 
lumbia. 
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4. Give any recommendations you may have for changing the functions 
or relationship of the FHLBB and the FSLIC 


The United States Savings and Loan League recommends the 
reorganization of the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation, as shown on the attached 
chart and as described below. This proposal represents a substantial 
change, improvement and strengthening in the internal organization 
of the Federal Home Loan Bank Board. Basically it calls for four 
separate divisions, each headed by a strong executive with the title 
of governor, reporting directly to the Board. Such arrangement 
would immeasurably strengthen the administrative work of the Board 
as well as free the three members of the Board for policy decisions. 
The Board would retain its ultimate authority and would prescribe 
rules for the conduct of these divisions, but would be freed of the 
daily administration of these activities. 

The four divisions would be— 

1. Supervision and examination, which would have a section 
of examination to make examinations and, if necessary, audits, 
as frequently as may be required and report all of the facts to the 
governor of the division. It would have a section of supervision 
with regional supervisers and necessary assistants in the field to 
enforce the law and regulations and to make the necessary invest- 
igations in connection with applications. A copy of all exami- 
nations and all supervisory reports should be furnished to the 
Insurance Corporation. 

2. Federal Savings and Loan Insurance Corporation: The 
Governor of the Federal Savings and Loan Insurance Corporation 
would be the chief executive officer of the Corporation under the 
Board with responsibility for the determination as to applica- 
tions for insurance of accounts, underwriting, rehabilitation and 
handling of defaulted institutions and fiscal duties of the Corpora- 
tion. The Governor of the Insurance Corporation should receive 
copies of all examination reports and all supervisory communica- 
tions. The Governor, as the chief executive officer, would be 
authorized to take any action that may be necessary in connec- 
tion with an insured institution subject, of course, to policies as 
determined by the Board. In connection with policies and 
decisions affecting the Insurance Corporation the Board should 
maintain separate minutes and shall act specifically as the trustees 
of the Insurance Corporation. 

3. Federal Savings and Loan System: This department would 
administer the Federal Savings and Loan System and would 
conduct hearings and investigations relative to the chartering 
of new Federal associations and establishment of branch offices 
and other hearings involving Federal associations. The decision 
of the Governor of this division would be presented to the Board 
when Board action is required. 

4. Federal Home Loan Bank System: The head of this division 
would be responsible for the administration for the Board of the 
Federal Home Loan Bank System, including supervision of the 
11 regional banks, issuance of obligations, and development of 
policy for Board decision and the carrying out of such Board 
policies. 
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This four-division arrangement, particularly with the Federal Sav- 
ings and Loan Division having responsibility for the chartering of 
Federal associations, and a separate division, the Insurance Corpora- 
tion, having responsibility for underwriting and processing insurance 
claims, provides under the Federal Home Loan Bank Board an organi- 
zational structure typical of an insurance company which has its sales 
division on the one hand and the underwriting division on the other 
hand, both reporting to the same Board—in an insurance company 
the board of directors or trustees—and in this case the Federal Home 
Loan Bank Board. This, in our opinion, substantially accomplishes 
the objective stated in President Eisenhower’s Reorganization Plan 
No. 2 of separating the “promotion of savings and loan associations”’ 
from the “underwriting of risk,’ but provides, in our opinion, a more 
practical means of coordination than provided in Reorganization 
Plan No. 2. It should be noted in this connection that the objectives 
of the Bank Board and the Insurance Corporation, namely, to enable 
savings and loan associations to make their maximum contribution 
to their communities and the national economy, are the same, and 
therefore it is logical that the various functions now performed by the 
Board be maintained under the single Board. 

In addition to the four executive divisions as outlined above, there 
would be five or more service departments as follows: (1) legal depart- 
ment; (2) controllers department; (3) auditing department; (4) eco- 
nomics division, which includes statistical and research; and (5) office 
of information. 

In dealing with the savings of about 15 million people and $40 
billion, a chief concern of the Board must be with high-grade executive 
personnel. For this reason the governors’ positions mentioned above 
should be established by law and salaries of $20,000 per annum should 
be provided, 

An earlier report of the United States League set forth a broad pro- 
gram for the improvement and enlargement of the Federal Home Loan 
Bank System, particularly as a source of additional home financin 
credit to the Nation. Insofar as this report is translated into actua 
being, the Federal home-loan bank presidents will have greatly 
enlarged responsibilities in the credit and banking field. This suggests 
that they may be unable to continue satisfactorily their present dut 
as regional supervisory agent for the Federal Home Loan Bank Board. 
Accordingly, serious consideration should be given now to the develop- 
ment and training of regional supervisors and assistants who can at 
some later date assume the responsibilities of supervisory representa- 
tive for the Board in the various bank districts. These men, when 
trained and employed, would be employed by the Board and report 
to the governor of the supervision division. 

It should be noted that in the examination and supervision of State 
bank members of the Federal Reserve System the Federal Reserve 
Board uses officers of the various Federal Reserve banks as its 
supervisors. The Home Loan Bank Board has followed a similar 
practice which, as in the commercial banking field, has been in general, 
satisfactory. The United States League feels, however, that the time 
will come when it will be preferable to have district supervisors inde- 
pendent of the Federal home-loan banks but that such district super- 
visors should not be used until an adequate force of men trained and 
able to assume positions of responsibility are available, and unless 





86 A STUDY OF RELATIONSHIPS 


these positions can command salaries adequate to assure the retention 
of men of good judgment and experience comparable to that of the 
present bank presidents. , 

With high-grade executive direction under it, the Board will be 
relieved of much of the present detail and will have an opportunity 
to meet regularly and promptly to decide the legislative, judicial, and 
executive questions which it must consider. 


5. State any recommendations you may have with reference to the following 
activities 

With respect to the 7 areas indicated under question 5, aside from 
the question of the relationship of the FSLIC with the Federal Home 
Loan Bank Board, there is substantial room for improvement in the 
manner in which a number of the Board’s activities are carried on by 
the Board. 

One basic problem is that of personnel. The savings and loan busi- 
ness has grown from $10 billion to $40 billion in the last 10 years. It 
should be obvious that the task of adequately supervising the rapidly 
expanding $40 billion business is substantially greater than that of 
dealing with a $10 billion business. Yet, during that period the num- 
ber of employees of the Board had dropped from 167 to 164. To put 
it another way, the number of Federal Home Loan Bank Board em- 
ployees per billion dollars of assets had dropped from 16 to 4. 

Obviously the inadequacy of personnel stems primarily from an 
inadequate budget. The budget problem is a twofold one. In the 
first place, the Federal Home Loan Bank Board has for a number of 
years prided itself on presenting a tight budget. While there is always 
justifiable pride in economy, it appears at least in hindsight that this 
attitude was overdone. In the second place, as with all Government 
agencies the tendency of the Bureau of the Budget and the Congress 
is to base each budget on the previous year’s budget, with only minor 
adjustments. At no time has the Board presented, nor the Budget 
Bureau requested, a true budget; that is, a budget based on actual 
needs rather than mere adjustment of previous budgets. 

Specifically, we recommend that the Board present a fresh or true 
budget which will provide adequate personnel and expense to enable 
the Board to efficiently and effectively carry out its functions. In 
this respect, a recommendation or statement of policy by the Senate 
Banking Committee as to the need for such enlarged budget would 
be extremely helpful. 

The enlarged budget should provide for 4 divisions, each with an 
experienced and able executive head as outlined in the answer to 
question 4 above, as well as a substantially enlarged legal department 
and an enlarged supervisory and examination force. It is recom- 
mended in another United States League study dealing with the 
Federal Home Loan Bank System that provision be made in the budget 
for the establishment of a division of economics which would include 
a greatly enlarged statistical and research department. 


(a) Chartering of new Federal associations 
The Board appears to have established a reasonable balance in the 
chartering of new Federal associations in most instances; neither un- 


duly encouraging the formation of new associations, nor placing any 
undue restraint on their establishment. However, as in most of these 
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activities described under question 5, there has been undue delay 
reaching decisions. 

Under the recommendations given under question 4, the Board will 
be relieved of much of the detail of processing applications for charters 
of new Federal associations and will have an adequate staff to make 
the necessary field investigations which relate to the need and the 
probability of success of the application for a new institution. We 
believe the aforementioned recommendation will result in more prompt 
action in this area. 

Consistent with the intent of Congress in enacting the law to 
provide savings and loan and home-financing services in all areas of 
the country, it is recommended that somewhat greater liberality might 
well be exercised in the granting of charters and branches in the 
smaller towns and cities and areas not now adequately served, and that 
perhaps greater restriction should be applied in the areas now ade- 
quately served by savings and home-financing institutions. 


(6) Establishment of branch offices 


Here again there is adequate protective mechanism to insure that 
branches are established only under conditions serving the public 
interest, but weakness in actual practice. The defect in “the handling 
of branch office applications has been that the Board has been unduly 
slow in reaching decision. This is particularly important because 
of the fact that State-chartered savings and loan associations in most 
States can apply for and receive permission to operate a branch even 
without the necessity of a public hearing, and usually receive a deci- 
sion on the application for a branch very promptly. In the case of 
branches of Federal institutions, many institutions have waited month 
after month for a decision after the entire hearing has been completed. 
Such delay can be costly and inconvenient as it is frequently neces- 
sary to take options on office locations. While it is desirable that a 
thorough investigation be made, we are convinced that during much 
of the time that the institution is waiting for the decision the matter 
is simply gathering dust at the Board and the delay is not due to con- 
tinuous work, investigation, or consideration of the branch. 


(c) Formulation and promulgation of regulations, legal opinions, 
and Board decisions 


In view of the relatively short and broad statutes governing savings 
and loan associations, regulations are of unusual importance and the 
Board has extremely wide authority to issue regulations. There is 
substantial room for improvement in the formulation and promulga- 
tion of regulations, legal opinions, and Board decisions. All too fre- 
quently the Board has officially proposed a regulation and has then 
failed to act on it for many months or even years. This causes a 
state of confusion in the industry, since the individual institutions 
have no way of knowing when, if ever, the regulation will be placed 
in effect officially. To cite an example, a complete revision of the 
regulation governing allocations to reserves was proposed in 1954. 
Every 6 months thereafter associations faced the dilemma as to 
whether to base their reserve allocation on the then existing regulation 
or on the then proposed regulation. This uncertainty continued for 
2 years until finally a substantially different regula‘ion was officially 
promulgated. At the present date regulations affecting brokers, pen- 
sion plans, conversions, and loan commitments have been pe nding 
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for 8 months, neither promulgated nor withdrawn. The Board should 
either promulgate or withdraw proposed regulations within 6 months. 

To date the legal opinions and Board decisions have not been 
generally published or made available for publication. It is recom- 
mended that such legal opinions and decisions of general interest to 
the business concerned should be published or made available for 


publication. 
(d) Processing applications for insurance 

Here again we have a system that is basically satisfactory but is 
marked by undue delay in decision. Since the applicants are in 
most cases existing institutions, it should require at the most a few 
months to pass judgment on the application. 

There is a second point with respect to applications for insurance 
which merits attention. The Board requires applicants for insur- 
ance to agree to provisions which do not apply to associations already 
insured. Some of these, such as allocations to reserves, relate to the 
safety and hence appear to be a reasonable exercise of authority. 
Other conditions, such as the makeup of the board of directors and 
maintenance of separate offices, do not appear to be related to safety 
and are of questionable legality. 

Conditions for insurance of accounts should be alike for all associa- 
tions. Conditions ought not to be imposed upon applicants which 
would require commitments on questions which are legally questions 
for future boards of directors elected by the members. 

(e) (1) Liaison between the Board and the regional banks 

The liaison now appears to be insufficient with the bank officers 
and the Federal Home Loan Bank Board meeting only 2 or 3 times 
a year, even in time of major problems such as the period of tight 
credit in the fall of 1955. Furthermore, that tight credit experience 
demonstrated inadequate communication in that the Bank Board 
was insufficiently aware of the probable credit requirements of the 
regional banks. Another liaison defect which now appears to have 
been corrected was a tendency by the Federal Home Loan Bank 
Board to issue public statements without giving advance notice to 
the regional banks. 

Specifically, recommendations of the league’s special committee to 
study the Federal Home Loan Bank System also relate to the question 
of improved liaison between the Board and the banks. In this con- 
nection the recommendations for a reorganization of the Board noted 
in the answer to question 4 above might be expected to provide 
substantial remedy for difficulties which have existed in this area. 


(e) (2) Liaison between regional banks and member institutions 
In view of the fact that the Federal Home Loan Bank Board has 
not always sufficiently informed the regional banks and has not 
required regional banks to relay information to member institutions, 
there have been instances where the member institutions learned of 
important Federal Home Loan Bank Board developments by reading 
the newspaper. 
Some of the institutions properly complained as follows: “As the 
holder of stock in the bank we are entitled to direct notification of 
major credit policy decisions without having to read it in the paper.’”” 
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(f) Present supervisory procedures both with respect to FHLBB 
and regional banks 

In general, supervision in the savings and loan system has been as 
good as or better than other financial systems. There have been 
variations between districts which need to be corrected, as there are 
too many instances where an institution in one area is criticized for 
a practice which has been repeatedly approved in another area. 
The Board also has made insufficient use of its present statutory 
authority to enforce supervisory orders. The law was amended in 
1954 to specifically provide for intermediate steps in enforcing super- 
visory orders. 

The Board should review its practices with respect to the examina- 
tion and supervision of State-chartered associations, particularly with 
respect to its agreements with the State supervisory authorities, to 
make certain that examination and supervisory procedures are com- 
pletely adequate. We understand that substantial progress has been 
made in this direction in the past 2 years and particularly in the last 
several months. 

As previously indicated, the Federal Savings and Loan Insurance 
Corporation should receive copies of all examination reports. It is 
understood that all reports of examinations and all communications 
with respect to supervision will be supplied promptly to the Insurance 
Corporation. The Corporation should provide adequate machinery 
for examination of these reports and supervisory communications and 
an adequate followup with authority to take supervisory questions 
direct to the Federal Home Loan Bank Board when such cases require 
Board action. 


(g) Coordination of policies by the FHLBB with other govern- 
mental agencies, including the Treasury and the Federal 
Reserve Board 


Coordination and cooperation between the Bank Board and other 
Government agencies has showed very marked improvement within 
the last 2 years since the Congress, by legislation, made the Board an 
independent agency. All agencies follow the open door policy and all 
of the incumbent heads have been willing to frankly and cooperatively 
work toward a common administration policy. The lone exception has 
been the White House and the Bureau of the Budget in the instance 
of Reorganization Plan No. 2, which plan was submitted to the 
Congress without the proper consultation with the Federal Home 
Loan Bank Board. 


Questions RELATING SPECIFICALLY TO THE DESIRABILITY FOR 
SEPARATE MANAGEMENT OF FHLBB anp FSLIC 


1. What are the advantages and disadvantages of creating separate man- 
agement for the Federal Home Loan Bank Board and the Federal 


Savings and Loan Insurance Corporation? 
Any cee of a separation are far outweighed by the dis- 
T 


advantages. e disadvantages are (1) duplication of Board mem- 
bership dealing with the same type of functions and problems and a 
tendency to create entirely connie staffs including counsel, examina- 
tion, supervision, statistics, information and other.departments and 
divisions, all of which apparently would result in perhaps a million 
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dollars per annum increased expense, all to be borne by the savers and 
homeowner borrowers of the country; (2) confusion of regulation, 
examination and supervision by two agencies working on the same 
objective, namely, the protection of savers and homeowner borrowers; 
and (3) the institutions concerned would inevitably find themselves 
subject to conflicting and confusing regulations, examination and 
supervision which would nooumiiats their expenditure of very much 
more time, effort and money than is involved in the expense referred 
to above. It is believed that the recommendations being made in 
this report will greatly improve the situation and will accomplish the 
broad objectives of Reorganization Plan No. 2. 


Does the existing identity of management contribute to or detract from 

the purpose of protecting deposits? 

The present system contributes to the protection of savers and 
investors through the process of chartering, granting of branches, 
examination, supervision, insurance of accounts, and liquidation. It 
is just human nature that when the same authority performs all of 
these functions it will and must consider its complete responsibilities 
throughout the process. This would not necessarily be true if the 
agencies were separated, and an opportunity existed to ‘‘pass the 


buck.”’ 


3. In what ways would separate management of the Board and the 
Corporation promote public confidence in the savings and loan insur- 
ance program, or safeguard the interests of the Corporation and of 
the Treasury? 

None. The high level of public confidence in the savings and loan 
system is abundantly clear from the record growth of savings and loan 
associations from $10 billion to $40 billion in the last decade and by 
the constantly increasing proportion of savings of the American people 
entrusted to these institutions. This confidence has been developed 
under the present system. 


4. What evidence can be cited to illustrate the contention that the existing 
identity of management is less desirable at the present time than it 
has been since the creation of the Insurance Corporation? 


None. 


5. In considering the relationship between the Board and the Corporation, 
of what significance is the $750 million borrowing authority of the 
Cor poration? 

At present the Insurance Corporation is entitled to borrow from the 
United States Treasury $750 million if ‘‘required for insurance pur- 
poses.” If there were a separate management presumably this 
borrowing authority would continue. The present system is more 
likely to operate on its own responsibility and not require Treasury 
Department support than would be true by separate management as 
indicated above. The gravest danger to the Insurance Corporation 
is conflict in connection with liquidations. The greatest protection to 
the Insurance Corporation is cooperation in mergers, consolidations, 
and liquidations as may be best for all concerned and this requires the 
liquidating authority and the Insurance Corporation to cooperate. 
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Does the present indentity of management contribute to or detract from 
the Board’s ability to encourage local thrift associations? 


There has been some criticism of the Board for its failure to promote 
Federal savings and loan associations in rural areas not now ade- 
quately served, either through the creation of new associations or the 
establishment of branches. However, there is no assurance that a 
separate agency would do any better job in this respect. It is the 
duty of the Board to provide facilities in areas not adequately served 
and it is also the duty of the Insurance Corporation to protect savers 
in the same areas. ‘There is no conflict with respect to these functions 
and we see no practical purpose to be served by having separate 
agencies, 


?. What are your best estimates of changes in operating expenses whieh 
would result from separate management of the Board and the 
Corporation—both long-range and short-term changes? 


Our best estimate is that the overall expenses of the Board and the 
Corporation would be increased by 50 percent under separate manage- 
ments. A major portion of such increase would have to take place 
promptly, but in the manner of all bureaucracy the increase would 
continue with two organizations instead of one. 


8. In what ways would separate management tend to reduce expenditures 
of the Federal Government as a whole in the long run? 
There would be no possible reduction in Federal expenditures, 
present or future. On the other hand, Federal expenditures would be 
greater in dealing with two establishments than in dealing with one. 


9. If it is your conclusion, based upon your answers to the foregoing and 
any other considerations, that some change should be made in the 
relationship between the FHLBB and the FSLIC, what are your 
recommendations for change and how may such change be accom- 
plished? 

The basic relationship should be continued, with the strengthening 
and improvement provided by the major reorganization of Board 

activities as described under question 4. 


CitT1zENS COMMITTEE FOR THE Hoover Report, 
Washington, D. C., October 15, 1956. 
Mr. Jack CarTER, 
Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

Drar Mr. Carter: Attached are the answers to the questions 
forwarded to the Citizens Committee for the Hoover Report with your 
letter of October 5, 1956. Please accept our apologies for the delay 
in this matter. 

Very truly yours, 
Rosert L. McCormick. 


$4258—36——-7 
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FEDERAL HOME LOAN BANK SYSTEM 


uestion 1. State your opinion of the primary purposes of the 
FHLBB and of the FSLIC under existing law and administration, 

Answer. The Federal Home Loan Bank Board was primarily de- 
signed to promote the flow of capital into home mortgages. Its activ- 
ities are primarily promotional and secondly regulatory. The Federal 
Savings and Loan Insurance Corporation, on the other hand, was 
created to insure the deposits of savings and loan institutions. Thus 
its role is primarily a fiduciary one to insure that the assets of the 
savings ak loan institutions are so managed as to protect the interests 
of depositors. 

Question 2. State your opinion of what these primary purposes 
should be, if in your opinion they should be changed. 

Answer. When the FSLIC is combined with the FHLBB, the former 
can hardly be primarily a fidiciary institution designed to protect the 
interest of depositors. As administered by the Federal Home Loan 
Bank Board it can tend to become secondary to promoting the flow of 
capital into the mortgage market through the savings and loan 
institutions. 

Question 3. State your understanding of the present functions and 
relationships of the FHLBB and the FSLIC. 

Answer. This is largely covered by No. 1 above. The FSLIC is 
essentially run by the Federal Home Loan Bank Board and not as a 
trustee of the FSLIC. The headquarters and field organization of the 
FSLIC is essentially the same as that of the Federal Home Loan Bank 
Board. The principal regional officer of the Board is an official of a 
savings and loan institution. As such he is hardly the official most 
likely to be chosen for administering objectively a corporation de- 
signed to insure deposits in the interest of the depositors. 

Question 4. Give any recommendations you may have for changing 
the functions or relationships of the FHLBB and the FSLIC. 

Answer. The Commission recommended that the Board of the two 
agencies be completely separated. Implicit in this is the idea that the 
operating staffs of the two agencies be separated. Devices for co- 
ordination of the two institutions are imperative. The President’s 
reorganization plan provided such devices. 

Question 5. State any recommendations you may have with refer- 
ence to the following activities: (a) Chartering of new Federal asso- 
ciations; (6) establishment of branch offices; (c) formulation and 
promulgation of regulations, legal opinions, and Board decisions; 
(d) processing applications for insurance; (e) (1) liaison between the 
Board and the regional banks; (2) liaison between regional banks and 
member institutions; (f) present supervisory procedures both with 
respect to FHLBB and regional banks; (g) coordination of policies 
by the FHLBB with other governmental agencies, including the 
Treasury and the Federal Reserve Board. 

Answer. The Commission expressed no opinions on the subpara- 


graphs (a) to (g). 


DESIRABILITY FOR SEPARATE MANAGEMENT OF FHLBB AND FSLIC 


separate management for the Federal Home Loan Bank Board an 


Question 1. What are the advantages and disadvantages of ye 
the Federal Savings and Loan Insurance Corporation? 
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Answer. The primary advantage of the separation is to protect the 
interest of depositors. This cannot be done so explicitly and clearly 
by a promotional agency such as the Federal Home Loan Bank Board. 

Question 2. Does the existing identity of management contribute to 
or detract from the purpose of protecting deposits? 

Answer. The answer is that it could detract. 

Question 3. In what ways would separate management of the Board 
and the Corporation promote public confidence in the savings and loan 
insurance program, or safeguard the interests of the Corporation and 
of the Treasury? 

Answer. By separating the boards and managements of the two 
agencies, the FSLIC would be run by a board and a staff primarily 
interested in discharging its fiduciary obligations to depositors. In 
this way the depositors could be protected better than when the 
Federal Savings and Loan Insurance Corporation is run by the Board 
of the Federal Home Loan Bank System. 

Question 4. What evidence can be cited to illustrate the contention 
that the existing identity of management is less desirable at the present 
time than it has been since the creation of the Insurance Corporation? 

Answer. Among the pieces of evidence supporting the need for sep- 
aration are the following: 

(a) Subservience of the FSLIC to the Federal Home Loan Bank 
System is evidenced by the fact that the Board only meets as the 
Board of the Federal Home Loan Bank System. It keeps its 
minutes as such even when discharing the functions of the FSLIC. 

(b) The staffs of the two agencies are for practical purposes 
identical. 

(c) The regional directors are officers of local savings and loan 
institutions. As such they may not take too strong a line in 
supervising these institutions in the interests of depositors. 

(d) The declining ratio between insurance resources and total 
deposits insured. 

Question 5. In considering the relationship between the Board and 
the Corporation, of what significance is the $750 million borrowing 
authority of the Corporation? 

Answer. The borrowing power of the Corporation is designed pri- 
marily to protect the interest of depositors and not the interest of 
those concerned with promoting mortgage money. It is a contingent 
liability of the Federal Government designed to assist in meeting the 
obligations to depositors in the case of defaulting institutions. 

Question 6. Does the present identity of management contribute 
to or detract from the Board’s ability to encourage local thrift 
associations? 

Answer. There isn’t sufficient evidence available to answer this 
question. ‘The answer would be irrelevant to the major reasons for 
separation. 

Question 7. What are your best estimates of changes in operating 
expenses which would result from separate management of the Board 
and the Corporation—both long-range and short-term changes? 

Answer. There probably would be some slight increase in admin- 
istrative costs. Obviously this would be no charge to the taxpayer. 

Question 8. In what ways would separate management tend to 
reduce expenditures of the Federal Government as a whole in the 
long run? 
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Answer. By providing more adequate supervision of insured insti- 
tutions, the likelihood of a demand upon the Treasury fer any or all 
of the $750 million that can be borrowed from it will be reduced. In 
this way the taxpayers’ interests are protected. 

Question 9. If it is your conclusion, based upon your answers to the 
foregoing and any other considerations, that some change should be 
made in the relationship between the FHLBB and the ESL IC, what 
are your recommendations for change and how may such change be 
accomplished? 

Answer. The position of the Commission on Organization of the 
Executive Branch of the Government is indicated by recommendation 
No. 4 in its report on lending agencies. This reads as follows: 

“That no person be permitted to serve as a member of the Home 
Loan Bank Board and the Federal Savings and Loan Insurance 
Corporation at the same time.’ 

The Citizens Committee is interested in any constructive measures 
that will implement the Commission’s recommendations. 


TREASURY DEPARTMENT, 
CoMPTROLLER OF THE CURRENCY, 

Washington, D. C., August 17, 1956. 

Hon. JoHN SPARKMAN, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Senator: This is in reply to your letter of August 14, 
1956, in which you ask for detailed information on the relationship 
between the Comptroller of the Currency and the Federal Deposit 
Insurance Corporation. 

The Comptroller of the Currency supervises national banks and 
banks operating in the District of Columbia. National bank exam- 
iners, under the direction of the Comptroller of the Currency, are 
required by law to examine every national bank at least twice an- 
nually, but the Comptroller may, at his discretion, waive not more 
than 1 examination of a particular bank within a 2-year period. 
National banks operate under Federal law, with membership in the 
Federal Reserve System and the Federal Deposit Insurance Corpora- 
tion mandatory, except national banks located in Alaska or depend- 
ency or possession of the United States. 

The Board of Directors of the Federal Deposit Insurance Corpor- 
ation is responsible for the performance and duties and exercises all 
powers vested in the Corporation. The Comptroller of the Currency 
is by law 1 of the 3 members of the Board of Directors of the Corpora- 
tion. In connection with its deposit insurance responsibilities, it has 
the authority to examine any insured State bank which is not a 
member of the Federal Reserve System (except a bank in the District 
of Columbia), a State nonmember bank making application to become 
an insured bank, and any closed insured bank. It also has like power 
to make a special examination of any State bank which is a member 
of the Federal Reserve System and any national bank or District 
bank whenever in the judgment of the Board of Directors such special 
examination is necessary to determine the condition of any such 
bank for insurance purposes. In practice, the Corporation confines 
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its visitorial examinations to insured State banks (other than those 
in the District of Columbia) which are not members of the Federal 
Reserve System. The Corporation makes at least one regular exami- 
nation per year of each of these banks, if possible, although it places 
greater emphasis upon frequent reexaminations in cases of special 
need. Reports of examination of national banks prepared by exam- 
iners of the Office of the Comptroller of the Currency are made avail- 
able to the Corporation for review by its Washington office staff. 

When an investigation is made in connection with application to 
organize a new national bank, an examiner of the Federal Deposit 
Insurance Corporation participates with an examiner from the office 
of the Comptroller of the Currency. However, the final authority in 
approving or disapproving the application is vested in the Comptroller. 

Under the law, whenever the Comptroller of the Currency shall 
appoint a receiver other than a conservator of any insured national 
bank or insured district bank, he shall appoint the Corporation re- 
ceiver for such closed bank. 

There is no duplication of examinations by the Comptroller of the 
Currency and the Federal Deposit Insurance Corporation, and in the 
discharge of their supervisory functions there is a close coordination 
between the two agencies. 

Do not hesitate to call upon us for any further information which 
you may desire in connection with your study on relationships between 
the two bank-supervising agencies. 

Sincerely yours, 
L. A. JENNINGS, 
Deputy Comptroller of the Currency. 


FreperRAL Deposit INsuRANCE CORPORATION, 
Washington, August 22, 1956. 
Hon. JoHn SPARKMAN, 
United States Senate, 
Washington, D. C. 

DAR SENATOR SPARKMAN: This will acknowledge and thank you 
for your letter of August 14, advising that the Subcommittee on 
Housing of the Senate Banking and Currency Committee is making a 
study of the relationship between the Federal Home Loan Bank Board 
and the Federal Savings and Loan Insurance Corporation. You state 
that it has been suggested that the relationship between the FHLBB 
and the FSLIC should closely parallel the relationship between the 
Comptroller of the Currency and the Federal Deposit Insurance Cor- 
poration, and you request information which may help you evaluate 
this suggestion. 

The Comptroller of the Currency was made a member of the Board 
of Directors of the FDIC in the original act creating the FDIC, 
being the Banking Act of 1933 (sec. 12B, Federal Reserve Act; 12 
U.S. C. 264; 48 Stat. 168). The Banking Act of 1935, which created 
the permanent plan of Federal deposit insurance, continued the 
membership of the Comptroller of the Currency on the Board of 
Directors of the FDIC and added the following provisions: (a) in the 
event of a vacancy in the office of the Comptroller of the Currency, 
and pending the appointment of his successor, or during the absence 
of the Comptroller from Washington, the Acting Comptroller of the 
Currency shall be a member of the Board of Directors of the FDIC; 
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and (6) in the event of a vacancy in the office of the Chairman of the 
Board of Directors of the FDIC, and pending appointment of his 
successor, the Comptroller of the Currency shall act as Chairman. 

Our research, although not exhaustive, does not reveal in the legisla- 
tive history of Federal deposit insurance the reason for placing the 
Comptroller of the Currency on the Board of Directors of the FDIC. 
We are advised that there are no published records of the House or 
Senate hearings on the Banking Act of 1933; and, although there were 
extensive hearings by the congressional banking committees on the 
Banking Act of 1935, we have been unable to find any information 
therein in this regard. That act continued the membership of the 
Comptroller of the Currency on the Board of Directors, and there was 
apparently no issue or controversy in respect thereto. 

Although there is no published record of the congressional commit- 
tees’ hearings on the Banking Act of 1933, there is such a record of the 
hearings in 1932 before the subcommittee of the Committee on 
Banking and Currency of the House on H. R. (10241) 11362, which 
was a bill to amend the National Banking Act and the Federal Reserve 
Act, and to provide a guaranty fund for depositors in banks and for 
other purposes, which bill, in effect, was the predecessor of the Banking 
Act of 1933. However, that record is also silent as to the reason for 
placing the Comptroller of the Currency on the Board of Directors of 
the FDIC. Title 2 of that bill provided for the creation of a guaranty 
fund for the protection of depositors in banks. Section 201 of that 
title provided for the establishment of a Board to be known as the 
Federal Liquidating Board, to consist of the Secretary of the Treasury, 
the Comptroller of the Currency, and three members to be appointed 
by the President, by and with the consent of the Senate. Section 203 
of the bill provided that when a bank is found to be insolvent or has 
been closed by order of the Comptroller of the Currency, the Comp- 
troller of the Currency shall certify the fact to said Board, which 
Board shall then proceed to take over and wind up the affairs of such 
bank. The Board was given the same powers and duties as applied 
to the Comptroller in such cases. This bill is more fully discussed in 
the attached memorandum of the legislative history of the FDIC, 
prepared by the Legal Division of this Corporation. 

Although the legislative history is silent on the reason for placing 
the Comptroller of the Currency on the Board of Directors of the 
FDIC, the fact that the Board was to act as a liquidating board of 
national banks closed by order of the Comptroller of the Currency may 
have been a factor considered by the committee in making this require- 
ment. Furthermore, at the time this proposed legislation was con- 
sidered by the committee, the Secretary of the Treasury and the 
Comptroller of the Currency were ex officio members of the Federal 
Reserve Board. (They continued as members of that Board until 
February 1, 1936 (sec. 241, title 12, U.S.C.).) The requirement, that 
the Comptroller of the Currency be both a member of the Federal 
Reserve Board and the Board of Directors of the FDIC, may have been 
for the purpose of coordinating the policies and practices of the three 
Federal banking agencies. 

I trust that this information will be of some assistance to you and 
your committee. 

With personal regards, I am, 

Sincerely yours, 
H. E. Cook, Chairman. 





98 A STUDY OF RELATIONSHIPS 


Duties AND FuNCTIONS OF THE FepERAL Home Loan Bank BoarpD 
(Supplied by Bureau of the Budget) 


With respect to Federal home-loan banks 


Determines and readjusts limits of Federal home-loan bank districts. 

Establishes in a designated city within each district a Federal home- 
loan bank. 

Requires organization certificate of each Federal home-loan bank. 

Appoints four directors of each Federal home-loan bank. 

Prescribes rules and regulations for election of other bank directors. 

May increase number of elective bank directors. 

Designates bank chairmen and vice chairmen. 

Approves amount of compensation of bank directors. 

Approves exercise of corporate powers by each bank. 

Approves selection, employment, and compensation of bank per- 
sonnel, and may suspend or remove such personnel. 

Determines, with approval of Secretary of the Treasury, minimum 
capital of each bank, which shall be not less than $5 million. 

Determines price at which capital stock of each bank shall be sold. 

May call, in whole or in part, the stock subscriptions made by the 
Secretary of the Treasury in any bank. 

May require stock held by the Secretary of the Treasury in any 
bank to be paid off at par at any time. 

Prescribes rules and regulations under which banks may borrow, 
give security therefor, pay interest thereon, and issue debentures, 
bonds, and other obligations. 

May issue consolidated bank debentures and bonds. 

May require banks to deposit additional collateral and may adjust 
equities between banks. 

Prescribes terms under which banks may accept deposits. 

May require banks to rediscount the discounted notes of members 
held by other banks, and to make loans to, or deposits with, other 
banks. 

Regulates investment of surplus assets and reserves of banks. 

May require banks to establish additional reserves. 

Approves payment of dividends by banks. 

Levies semiannual assessment on banks to pay estimated Board 
expenses. 

At least twice annually, examines each bank and requires banks to 
furnish periodic statements. 

May liquidate or reorganize any bank. 


With respect to members of Federal home-loan banks and nonmember 
borrowers 

Determines whether an otherwise qualified home mortgage loan 
institution shall be eligible to become a member of, or a nonmember 
borrower of a Federal home-loan bank on the basis of its financial 
condition, the character of its management, and its home-financing 
policy. 
; Adjusts amount of stock held by each member institution in its 
yank. 
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Prescribes amount of cash and obligations of the United States 
which must be held by a member of a bank before such member shall 
make or purchase any loans, and may prescribe different amounts for 
different classes of member institutions. 

Approves disposal of stock by one member to another member. 

Examines State laws and procedures governing institutions eligible 
to become members or nonmember borrowers and governing land 
titles and mortgagee and homestead rights, and, if such laws and 
procedures are inadequate, the Board may limit bank operations in 
such States. 

May establish such examinations as are necessary of member insti- 
tutions and nonmember borrowers in any State where State laws are 
not adequate. 

Determines conditions under which nonmember borrowers may 
secure advances from Federal home-loan banks. 

May require examination and reports of examinations by other 
authorities of any institution seeking an advance from a bank. 

Approves action of any bank denying an application for an advance. 

Prescribes regulations, restrictions, and limitations on advances to 
member institutions. 

Prescribes manner in which borrowing institution shall certify the 
value of real estate with respect to which it gave a home mortgage 
loan. 

Approves or determines rates of interest and other terms for paying 
off advances made to members and nonmember borrowers. 

Approves sale of advances by one bank to another or participation 
by one bank in the advances of another. 

May, after hearing, remove any member from membership or 
deprive any nonmember borrower of the privilege of obtaining further 
advances because of failure to comply with law or Board regulations, 


insolvency, or management inconsistent with sound and economic 
home financing. 































































































With respect to Federal savings and loan associations 

Prescribe rules and regulations for the organization, incorporation, 
examination, operation, and regulation of associations to be known as 
Federal savings and loan associations, and issues charters therefor. 

Regulates deposits which associations may receive and certificates 
of indebtedness which they may issue. 

Issues charters only to persons of good character and if there is a 
need for such an association in the community to be served. 

May request Secretary of the Treasury to purchase preferred shares 
and full paid income shares in such associations where necessary, 
approve action by associations to call for such shares, and request 
associations to repurchase such shares. 

Prescribe rules and regulations for conversion of member institu- 
tions into Federal savings and loan associations, and the conversion 
of a Federal association into a State institution. 

Notifies chartered associations of alleged violations of law and 
Board regulations, conducts hearings thereon in accordance with the 


Administrative Procedure Act, and takes appropriate action on the 
basis of findings. 
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Appoints the Federal Savings and Loan Insurance Corporation as 
the conservator or receiver of any Federal association which is found, 
following a proper hearing, to be insolvent, or which has violated the 
law or Board regulations, concealed its records or operated unsoundly ; 
and may appoint a supervisory representative in charge in an emer- 
gency to operate an association pending the completion of the hes aring 
and/or appointment of a conservator or receiver. 

Prescribes rules and regulations for the reorganization, merger, and 
liquidation of Federal associations and for the conduct of conservator- 
ships and receiverships. 

With respect to associations insured by the Federal Savings and Loan 
Insurance Corporation 

Performs all the functions of the Board of Trustees of the Corpora- 
tion. 

Approves any corporation use of its authority to borrow from the 
Treasury for insurance purposes. 

Determines, after due notice and a hearing in accordance with the 
Administrative Procedure Act, whether an insured association has 
violated its duty, operated unsafely or conducted its business un- 
soundly, and may issue an order terminating the insurance status of 
such an association. 


With respect to Federal Savings and Loan Advisory Council 
Appoints six members of Council. 


Convenes council whenever necessary to discuss general business 
conditions and special problems of associations. 













A STUDY OF RELATIONSHIPS 


FEDERAL HOME LOAN BANK BOARD 


New FreperaAL SAVINGS AND LOAN ASSOCIATIONS 


Summary of basic operational procedure in processing applications to organize new 
Federal associations 







Crart A.—Steps Leapinc To Permission To ORGANIZE 









APPLICANT 
ORGANIZING 
GROUP 


DISTRICT 
FEDERAL 

HOME LOAN 
BANK 











FEDERAL 


HOME LOAN 
BANK BOARD 


9 BA 7A 5 












FHLBB 
Division of Federal 


Savings and Loan 
Operations 


| FHLBB 


Legal 
Department 















FEDERAL SAVINGS 
AND LOAN 
INSURANCE 

CORPORATION 







FHLBB 


| Division of 
| Supervision 


Se 










NOTES RE CHART A 






1. Filing of application and supporting data with district bank. 

2. Transmittal of application file with bank recommendation 

3. Transmittal of application and recommendation of Division of Federal 
Savings and Loan Operations to legal department for preparation of Board resolu- 
tion in accordance with such recommendation. Returned to Division of Federal 
Savings and Loan Operations. 

4. Transmittal of application, digest, and recommendation to Federal Savings 
and Loan Insurance Corporation for coneurrence. Returned to Division of 
Federal Savings and Loan Operations. 

5. Transmittal of application, digest, and recommendation to Federal Home 
Loan Bank Board for formal action. 
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6. Submission to the Division of Supervision, prior to formal action by Board, 
for expression of any objection. 

7. Provision for hearing if Board acts on application favorably. Applicant 
group is so advised and given details of hearing. 

7a. If Board considers application unfavorably, applicants are advised through 
district bank that a hearing will be held if they so request. 

8. If hearing is held, applicant group is advised of the Board’s conclusions. 

8a. If hearing is dispensed with because there are no notices of intention to 
appear, application is referred to Division of Federal Savings and Loan Operations 
for analysis of written. protests, and recommendation as to establishment of con- 
ditions. Application is then returned to Board for formal action. 

9. Transmittal of Board action (granting conditional approval of application) 
to district bank which informs applicant group. 































Cuart B.—Sreps Leapine To GRANTING oF CHARTER (Soup Lines); and 
Cuart C.—Later Steps INVOLVED IN FINAL QUALIFICATION AS A FEDERAL 
Savines aNnp Loan AssociaTION (Dorrep LINEs) 














APPLICANT 
ORGANIZING 


GROUP 





DISTRICT 
FEDERAL 

HOME LOAN 
BANK 






FEDERAL 
HOME LOAN 
BANK BOARD 













FHLBB 
cnn aattaniet ts tanta (a er FEDERAL SAVINGS 







Division of Federal eunance 
Savings and Loan CORPORATION 






Operations 





FHLBB 


Legal 
Department 





NOTES RE CHART B 


1. Filing of petition for charter and of evidence of compliance with established 
conditions with district bank. 

2. Transmittal of petition and supporting material with bank recommendation. 

3. Transmittal of application and recommendation of Division of Federal 
Savings and Loan Operations to legal department for preparation of resolution. 
Returned to Division of Federal Savings and Loan Operations. 

4. Transmittal of application, digest and recommendation to FSLIC for con- 
currence. Returned to Division of Federal Savings and Loan Operations. 
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5. Transmittal of application, digest and recommendation to Board for formal 
action. 

6. Communication by Division of Federal Savings and Loan Operations of 
Board action to district bank and to applicant group, which is given advice re- 
arding submission of applications for membership in the Federal Home Loan 
Bank System and insurance of accounts. 


NOTE RE CHART C 


The same procedure is follawed as in chart B except that notification of Board 
action (see 6) is relayed to Federal Savings and Loan Insurance Corporation and 
district bank, which then advises applicant group. As an additional step, the 
Federal Savings and Loan Insurance Corporation bills applicant directly for 
admission fee and initial premium (see 7). Insurance effective upon receipt of 
payment. 


INSURED STaTE CHARTERED SAVINGS AND LOAN ASSOCIATIONS 
Summary of basic operational procedure in processing applications for insurance 
by Federal Savings and Loan Insurance Corporation and membership in Federal 


Home Loan Bank System 


CuHartT A.—STEPS LEADING TO CONDITIONAL APPROVAL 


APPLICANT 
ASSOCIATION 

















DISTRICT 
FEDERAL 

HOME LOAN 
BANK 







FHLBB 


District Chief 
Examiner's 
Office 







FEDERAL 
HOME LOAN 
BANK BOARD 










FHLBB 








FEDERAL SAVINGS 









Division of Federal AND LOAN 
Savings and Loan INSURANCE 
Operations CORPORATION 








FHLBB 







Legal 
Department 


NOTES RE CHART A 


1. Filing of application and supporting data with district bank. 
2, 2a. Notification sent to office of chief examiner of district, which conducts 
eligibility examination and transmits report to district bank. 
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3. Transmittal of application file, including eligibility examination report and 
district bank recommendation, to Federal Savings and Loan Insurance Corpora- 
tion. 

4. Transmittal of application file and supporting material to legal department 
which prepares legal opinion as to eligibility of applicant. Returned to FSLIC. 

5. Transmittal of file, with addition of FSLIC analysis of application, proposed 
action recommended and conditions necessary to meet eligibility standards, to 
legal department for preparation of formal resolution to the Federal Home Loan 
Bank Board. Returned to FSLIC. 

6. Transmittal of file to Division of Federal Savings and Loan Operations for 
review as to eligibility for membership in Federal Home Loan Bank System. 

6a. Transmittal to the Board of the FSLIC General Manager’s recommendation 
for conditional approval of application for insurance, together with appropriate 
formal resolution. 

7. Transmittal to the Board of the recommendation of the Director of Division 
of Federal Savings and Loan Operations for conditional approval of application 
for FHLB membership, together with appropriate formal resolution—to be acted 
upon concurrently with recommendation from FSLIC (see 6a). 

8, 9, 10. Transmittal to the FSLIC of certified resolutions reflecting formal 
conditional approval by the Board of insurance and FHLB membership. Such 
resolutions are forwarded, together with detailed explanations, to the district 
bank for further transmittal to the applicant association. 


Cuart B.—LatTeEeR Steps INVOLVED IN FINAL QUALIFICATION AS AN INSURED 
MEMBER, SAVINGS AND LOAN ASSOCIATION 


APPLICANT 
ASSOCIATION 


DISTRICT 
FEDERAL 

HOME LOAN 
BANK 


FHLBB 


Division of Federal 
Savings and Loan 


Operations FEDERAL SAVINGS 


AND LOAN 
INSURANCE 
CORPORATION 


FHLBB 


Legal 
Department 








CHART B 





NOTES RE 





1, 2. Submission of documentary evidence showing compliance with conditions 
for insurance and FHLB membership to district bank, which forwards such evi- 
dence, together with its opinion as to sufficiency of compliance, to FSLIC. 

3. Transmittal of file to legal department for opinion as to legal sufficiency of 
evidence. Returned to FPSLIC. 

4. Transmittal of file to Division of Federal Savings and Loan Operations, 
together with notice from FSLIC as to final approval of insurance after inde- 
pendent review of evidence of compliance and previous opinions as to sufficiency 
thereof. Returned to FSLIC with final approval of FHLB membership. (Re- 
spective final approvals are given by General Manager of FSLIC and Director 
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of Division of Federal Savings and Loan Operations pursuant to delegated author- 
itv from Board.) 

5, 6. Transmittal of notices of final approval of insurance and FHLB member- 
ship to district bank, which transmits notices to applicant association. 

7. Billing by FSLIC of applicant association for initial premium and admission 
fee. Insurance effective upon receipt of required payment. 


















Statement of condition June 30, 1956 









ASSETS 


Cash: 
Regular deposits ‘i $190, 654. 47 
Trust funds (see contra) ...._- 126, 597. 41 


$317, 251. 88 
Accounts receivable: 


Federal] home loan banks ——— / ‘ 69, 052. 83 
Examining fees and charges_- 460, 982. 68 
Federal Savings and Loan Insurance Corporation. 6, 975. 73 
Housing and Home Finance Agency, O. A-.- §, 605. 95 
Other Government agencies , : 1, 076. 45 
Conservatorship and/or SRIC expenses: 

Beacon Federal Savings and Loan Association -. _..... $18, 606. 55 

Long Beach Federal Savings and Loan Association - - - 89, 780, 54 

Tucson Federal Savings and Loan Association 1, 722. 49 


———— 110,109. 58 
Advances to employees. --- 7 x : aa 71, 431. 37 


iether ; ten — =e 474. 52 









Other assets: 
Furniture, fixtures, and equipment (at cost) _. - : $220, 984, 46 
Less allowance for depreciation - - . -..-- 220, 984. 46 


Inventory, duplicating section............-.--- — , 206 
Pestage meter ..........; eS ; asl 2, 555. 39 


- 10, 764. 99 
TL, Gccdcdhosseubcndavesst thee has itl Saicin's is alin orth ecahadiao ae a 1, 053, 725. 98 















LIABILITIES 


Accounts payable. j = ee : i intemaee Me wales . 290,367.79 
Accrued liabilities - - ‘ wis be sca ia i : 1, 559. 17 
Trust liabilities (see contra): 

Bond purchases.__- Bis lees le tdci Bes dacdeg space niagara a iesareneen al -. $5,356.17 

Federal withholding t: ax. - a Sa ae --- 108,372.33 

State withholding tax Breton winds 1a koe ic aicaiae ated! 414. 39 

Federal insurance contributions................-.--- i aiaadiel 772. 60 


Retirement - - 
Life insurance premiums withh ld. 


126, 597. 41 
Deferred credits: 


Bameeemente: Federel home logh bawks, <. <5... ccncecpcccecnennncencnasss z 273, 750. 00 
Working capital (see schedule A)....-...--- ae 361, 451. 61 












PE Tei scbtaicaiedinacs ac ui niesitininaendamedi tackled iaantihpan , 1, 053, 725. 98 


Nore.—Estimated liability for employees’ accumulated annual leave at June 30, 1956, aggregated 
$485,489.02. 

















Duties AND Functions or THE FrDERAL SAVINGS 
INSURANCE CORPORATION 


AND LOAN 





(Supplied by the Bureau of the Budget) 


With respect to insurance of accounts of savings and loan associations 

Shall insure accounts of all Federal savings and loan associations, 
and may insure accounts of other building and loan or savings and 
loan institutions. 

May reject the application of any association whose capital is 
impaired or whose financial policies or management are unsafe or 
inconsistent with economical home tinancing. 

May conduct such examinations as it deems necessary of associa- 
tions desiring insurance. 

May charge such associations reasonable costs for examination. 

May require associations to furnish additional information with 
respect to any examination made by other public authority. 
84258—56——_8 
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May borrow from the Treasury up to $750 million for insurance 
purposes if such funds are required in the judgment of the Federal 
Home Loan Bank Board. 

May assess additional premiums against insured institutions to 
cover all losses and expenses of the Corporation. 

Determines admission fees to be charged to newly insured associa- 
tions. 

Prescribes manner in which regular insurance premiums shall be 
paid. 

Regulates areas in which insured institutions may make loans. 

Approves issuance by insured associations of securities having a 
definite return or maturity period. 

Regulates sales plans and development of reserves of insured 
associations. 

To prevent default, the Corporation may make loans or contribu- 
tions to, or purchase the assets of an insured association. 

Acts as conservator or receiver of any Federal savings and loan 
association in default upon appointment by the Federal Home Loan 
Bank Board. 

May serve as conservator or receiver of any other insured institution 
in default if requested to do so by the authority with the power of 
appointment. 

As conservator or receiver, the Corporation may operate the insured 
association in default, take action to put it in a sound condition, 
merge it with another institution, or organize a new association. 


Statement of condition, June 30, 1955 


ASSETS 
RR a a i a cas tc Sali I ‘nie $1, 365, 578 
EG SUNN na he dee he ell cian Bs 5, 625, 785 
INO ot ior 2 ia ihe Ee 240, 647, 091 
Accrued interest on investments_- —- pee ies MAI cag Sasa ae 695, 512 
Insured accounts, pending and unclaimed. Ste ge Ls ee ota wien 6, 445 
Spree NON... een wane eegeeaeks . et, 851 


RN ee 


I sc oi deine ela uote hadeh nid aiat odes A ScD gaia es pe cpiierateks 248, 341, 419 
LIABILITIES AND CAPITAL 

Apsounts payable.._....<5 = J.3.)..2-.4. ra Nevins a 73, 809 

ue woo, eeneury.2 3.2 =. i 3.4. oan ; 12, 689, 242 

Deferred credits____-.------ bob eas oes 3 Sasa 10, 005, 268 


Capital stock 2 eo a eee ciew Bi inte 


a 1 54, 847, 000 
OG ee ee bed 


ed ee: 170, 726, 100 


Be ons cg te eat eek t «shox oe eee ae pee ee 248, 341, 419 
Insured associations: Number Assets 
Federal a eB ee wise ones 1,656 2 18, 500, 000, 000 
State__ atc las Set é _— i. 1,816 2 13, 000, 000, 000 
Total Se Re : ; 3432-7 31, 500, 000, 000 
Insured share lis bility ie Me : 2 26, 100, 000, 000 
Number of private investors _ _ - ; 2 14, 800, 000 
Reserves and undivided profits of insured institutions - 2 2, 05 0, 000, 000 
Average size insured institution______-- 2 9, 073, 000 


1 Capital stock outstanding $66,779,000 less provision for retirement of $11,932,000. 
2 Preliminary estimates. 





Note.—The value of unused annual leave to the credit of employees amounts to $81,935.52. 











A STUDY OF RELATIONSHIPS 


Income and expense statement, 12 months ending June 30, 1955 





INCOME 
Insurance premiums. -____.....-_ _~-- go wee ee eS _. $19 








, 020, S99 


Admission fees__ ____- pees ote r : ; 54, 234 
Be Interest on investments ole 253 5; ’ 5, 376, 830 
} Profit, sale of securities __ . es = ; 200, 000 
ay Miscellaneous_-________- eectate acta ee acuta ia cacctten viral tetas 842 
ee ss : Sei Gieesi) 24, 652, 805 
a EXPENSES 
4 DIN. Soo ooo on Seuaee en ee Tae £ es & ta 159, 454 
Liquidation and other i teal a we o-oo sare anak ah oo sacri alee ‘ 358 
Services rendered by HLBB__-_-__- ; Aerts te 323, 056 
[MN .- cccadesccence sous =3e See eet ads ; 6, 905 


Net income before payment of return on capital stock____- - ae 
Return on capital stock in lieu of dividends_-- ---- 


See RS = 22 SSS OT oo 23 


Source of income: 

Premiums and fees_______--_- pie as aeasrorh sora ie 

Interest and miscellancous.......................- 
Application of income: 

I a ads on pisealenias lie exc : 

seeuunt OF GATOR StOOR. . . 25a sos. saci. atiea 
Ie acta Ss a hh sana Wiel sh endeeedadseipaeaie 





, 863, 032 


707, 241 


3, 105, 791 


Percent 
of total 
7 77.4 


22. 6 


~ 


' 
~I- b 


A STUDY OF RELATIONSHIPS 


Cumulative income and expense, June 27, 1984, to June 30, 1966 


INCOME 
$137, 544, 142 
CR R= 2.5027 Sn eR es 1, 033, 721 
en ee Oe eaten 82, 483, 568 
Profit, sale of securities___._______~- 2 o- 4, 203, 311 
nS of wr 8 8 ns ee eho ete cok ask nneden 18, 621 
225, 283, 363 


Administrative___ _- BA See. ~ 7, 746, 245 
Liquidation and other 225, 668 
Services rendered by HLBB 11, 193, 663 
Depreciation 

Insurance losses (net) 

Loss on sale of securities : s 

ries. 17 On aes 2 80 Sete date eeu. ckccae scouts re 


14, 759, 558 


Net income before adjustment dp onacsécee ee 
esenument peovision for tomes... . .- --5 5-2-5 oct ee 595 


Net income before payment of return on capital 210, 523, 210 
Return on capital stock 39, 797, 110 


Legal reserve 170, 726, 100 
Percent 
Source of income: to total 
ree Cfo oS oS a ee ee aioe an eee eee 61. 5 
I a a ad ak a ee a ee nS 36. 6 
Other .9 
Application of income: 
Expenses 
Insurance losses (net) 
Return on capital stock 
Legal reserve 
1 Classified as administrative expenses prior to June 30, 1951. 











A STUDY OF RELATIONSHIPS 


Insurance loss record to June 30, 1955 


Associations referred to Corporation —-_--_........--.----- 7 
Associations not needing assistance_._...........----- 


Insurance settlement actions___._________-__- 

Solved by— 
Contrputions............. 
Receiverships_ -__-------- 
Purchase of assets___-_-_-_- 


re 
firsts ace 


I oe oe a ae 


Number investors protected by— 
Contributions ____-_---- 
pO RSS ee ae teenies ‘ 
Pee OE SNOUN sc «cites ks oc ako ee ow ce 


Associations’ assets at date of trouble: 
Conietpwtion e6e00... ......-...-c6----. a ee: 
PON, Cd a oes dee newb oeus sen oene 
eee OE Ss Stk see og ect wal is Ocho o 


Insurance losses: 
Contributions disbursed__________._.__-- 
Provision for contributions. __________-_- 
Recoveries: ...s.......- Sign tell wits, est 


RG sR 22S Nn ete oe Le 


Percent of losses to associations’ assets: ! 


eS oo ee a dick ao ewe aes m ammo 
od ak heangbawaaknd peat enna’ 
I ON ee ok. iw cbdewadwedunea cme 


1 Not including cost of money. 


Trends June 30, 1946, to June 30, 1956 


a 5, 160, 774 


37 


55, 037 
7, 705 
i 2, 685 


65, 427 


. $57, 216, 079 
9, 209, 815 
4, 683, 635 


5, 374, 125 


ao 16, 500 


496, 064 
4, 894, 561 
309, 547 

5, 204, 108 

ee 43, 334 





6 
4 


Ong 





| } 
Adminis- | Insured Potential | Adminis- Insured | Potential 
June 30— trative | institu- liability || June30— | trative institu- liability 
personnel tions | (billions) |} | personnel tions | (billions) 
| i} | 
"a _— —t So ORE = 
Eo ctscnde 96 2, 490 | 5.7 || 1951..........| 69 2, 944 | 13.1 
De ipniaiicial 83 2, 529 | 6.7 || 1952.---------| 68 3, 097 | 15.6 
I oisnatin'n bat 63 2, 566 | A.) =a 68 3, 230 18.9 
Dsadesacnacs 79 2, 691 8.9 1] tees 67 3, 370 22.7 
PR cocusteste 71 2, 799 10.5 |) 1955... 68 
1] 





3, 472 | 27.0 
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A STUDY 


Savings and home financing highlights 


{In millions of dollars] 


Number of associations: 
All associations ’ 
a ae a te ee | 
ERPS GRIOCIRTIONS... ...ndcsceccccesescce Ee AL A | 

Assets, total: 
2 atidieiisne bs abenenematanbes 
FHLB member associations - - 
Insured associations ais dicihads ihe ifahstiaiatiin tis pnegrteainipiea 

Mortgage loans held, less pledged shares: 

All associations 
FHLB member associations... ............-..-.-....-.....| 
rr oS ss cehveteaiegiamanetinink on 

Mortgage loans made 
I ond Das eeutitbhelbaeasenee | 
FHLB member associations 
Insured associations deh lect teiiecssRieabetnndaicensitacidid detininaciots 

Mortgage recordings, nonfarm of $20,000 or less: 

Total: 
Ne ee a Oe ee a Ee 
Dollar amount 

Savings and loan associations: 
Number --_-- 
Dollar amount 

Cash and Government obligations: 
ola ia cae detnienniani ppg Sehmemrmntidneetitiin | 
FHLB member associations 
I. 2 el een nga Siebeeibeebee 

Savings capital held: 
RE So. a ownage an eUreINEe i 
FHLB member associations 
Insured associations 

Savings capital, net inflow: 
All associations: 

Amount 
Percent of new savings capital_--.......-- al eae 

FHLB member associations: 

Amount | 
Percent of new savings capital. -...........-.-.-.-.... | 

Insured associations: 
nc pen ccnnneseeuepencenes ice irhnwepivecéoneeen a | 
Percent of new savings capital --....-...--.-....--.-- | 

FHLB advances and other borrowed money: 
All associations . 
Sree NT NRTA noes cb nccdkpceneunsoneene 
IE 1... a nenaciinknnsnspabeapnnetnbonesios 

General reserves and undivided profits: 

I sex peslnni gine wo ademgedignesusins coin 

FHLB member associations 

Insured associations. - 





VA home loans closed (dollar volume): 


Savings and loan associations ----.---. ie irs tga gh : 
Se ee ee er ------| 
Total se a lec a aa ed 

FHA insurance: Dollar volume written under all titles iene 
Foreclosures: Number of nonfarm. -------..-- hited aesctiiaeciaate 


Construction, residential nonfarm units: | 
On MINI NN a iis Waeniewe dame Sensiin | 
Publicly financed units 


Total nonfarm units 


1 Preliminary. 


NotTE.—Data are for entire year or as of end of year. 





1, 103, 800 | 


OF RELATIONSHIPS 


6,012 
4, 108 
3, 304 


h, 733 
$25, 312 


$21, 962 
$20, 907 


$19, 517 | 


$7, 767 
$7, 435 
$6, 984 


3, 163, 993 


$19, 747 


1, 108, 543 


$7, 365 
$3, 399 
$3, 247 
$3, 014 
$22, 846 
$21, 696 
$20, 252 


$3, 642 


3, 593 


38.6 | 


$3, 527 
38.8 
$3, 384 
39. 1 


$1, 027 
$999 
$945 


$853 | 


2, 208 | 


3, 061 
$3, 882 
21,473 


1, 068, 300 | 
35, 500 | 


6, 038 


4, 209 | 


3, 433 


$31, 736 
$30, 155 
$28, 367 


$26, 193 | 


$25, 018 
$23, 558 


$8, 969 


$8, 630 | 


$8, 176 


1 6, 060 
4, 307 
3, 544 


! $37, 880 
| $36, 146 
$34, 198 


1 $31, 584 
$30, 283 

| $28, 686 

| 

' 

| 


$11, 432 
$11,013 
$10, 457 











3, 457, 935 | 3, 913, 402 
$22, 974 | $28, 484 
1, 198, 493 1, 372, 963 
$8, 312 $10, 452 
$4, 001 1 $4, 468 
$3, 811 $4, 249 
$3, 579 | $4, 005 
$27, 334 1 $32, 305 
$26, 049 | $30, 897 
$24, 529 | $29, 241 
| 

$4, 416 $4, 966 
39. 9 | 36.3 
$4, 296 | $4, 785 
39.9 | 36.3 
$4, 152 | $4, 549 
40.0 | 36.3 
$960 1 $1, 558 
$924 $1, 518 
$885 | $1, 468 

| _ 
$2, 191 1 $2, 588 
$2, 039 | $2, 418 
$1, 876 | $2, 246 
— = 

$883 | $1, 591 
$3, 374 $5, 566 
4, 257 | 7, 157 
$3, 067 $3, 807 
26, 211 28, 529 


| 


1, 201, 700 
18, 700 


1, 220, 400 


1, 309, 500 
19, 600 


1, 329, 100 


. 
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TREND IN ASSETS OF SAVINGS AND LOAN ASSOCIATIONS 


By Class of Association 
CHART A. 


BILLIONS OF DOLLARS 


BILLIONS OF DOLLARS 
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A STUDY OF RELATIONSHIPS 
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ASSOCIATIONS 


SAVINGS AND LOAN 


A STUDY OF- RELATIONSHIPS 


Number and assets, all savings associations 


[In millions of dollars] 


| 

| Number Number Number 

of associa- | Total || Dee. 31 | of associa- | Total assets || Dec. 31 | of associa- |Total assets 
| tions | ‘tions | H tions 

| 
al 
_| 


Dec. 31 


| 


See lneacelie ean E cep heamieeiadl iene 


|| 1908... 5, 599 $784 |) 1916... 7,072 | $1, 599 


1909__ 5, 713 a | 1917....| 1,769 
| 1910___- 5, 869 > |! 1918. 1, 898 
1911_..- 6, 099 | 031 1} 1919___- 2, 127 
1912. ___| 6, 273 | 138 |} 1920....| 533 | 2, 520 
1913... _. 6, 429 , 248 || 1921... -| , 2, 891 
\} 1914.__.} 6, 616 1,358 || 1922___.| 3, 343 
as.) 6, 806 1, 484 || 1923__.- 3, 943 


2s 
=S 


ON On ON ON En on on 
SER 3E5 
or Oo 4 om 


ES 


& Co 


Selected balance sheet data, all savings associations 


[In millions of dollars] 


| 


| i | | 
| Total | | U.S. | | FHLB | Reserves 
Number | | Total |mortgage| | Govern- | Savings | Real advances | and un- 
of asso- | assets jloans, less| Cash ment | capital estate | and other| divided 
ciations | pledged obliga- owned \borrowed| profits 
| | shares | tion | money | 
| | | 
— ; A — so eT or eee Arete 
11,844 | $4,766} $3, 519 | (1) | wm | @w 
12° 403 | 509 | 4,204 | | re te (1) | (1) 
12, 626 334 | 4, 810 (‘) 378 | @) (4) 
12, 804 | 179 | 5, 488 @) (@) 


12, 666 016 | 6, 060 (‘) () 
695 | 6, 507 (’) 

829 | 6, 402 | (‘) 

417 | 5, 890 | () 

737 | 5,148 ; () 

018 4, 437 (‘) 
406 3, 710 | (4) 

875 3, 292 | (}) 

772 | 3,286 | $99 | 
682 3, 464 | 81 | 
632 3, 614 75 | 
8, 006 597 3, 806 | 73 | 
, 521 723 | 4,125 307 | 71 | 
, 211 5, 049 4, 578 : 107 
5, 941 3, 150 4, 583 318 | 
5, 498 | 5, 604 4, 584 | 45 853 
5, 279 , 458 4, 800 3 | 1, 671 
3, 149 | 8, 747 5, 376 5 2, 420 644 
. 093 | , 202 7,141 | 536 | 2,009 | 751 
5, 045 11, 687 | 8, 856 | 560 | 1, 740 | 9, 753 | 3} 542 855 
5,011 | 13,028 10, 305 Oe 1,455 | 10, 964 | 2 | 590 | 969 
5,983 | 14,622 11, 616 | : 1,462 | 12, 471 | { ¢ 1, 106 
5, 992 16, 893 13, 657 9: 1,487 | 13,992 21 | | 1, 280 
5,995 | 19,222 15, 564 6 | 1,603 | 16,107 ‘ | 1, 453 
5, 004 22,660 | 18,396 289 | 1, 787 19, 195 ; 1, 658 
3, O12 26,733 | 21, 962 | , 479 | 1, 920 22, 846 7 : 1, 901 
5, 038 31,736 | 26,193 ’ 2,021 | 27,33 : j 2, 191 
5,060 | 37,880 | 31, 584 2, 381 32, 305 : 58 | 2, 588 


(') 
(1) 
(') 
(}) 
') 
©) 
() 
$490 
485 
496 
478 
464 
475 
502 
533 


72 


12, 342 | 
11,777 | 
11, 442 | 
10, 915 
10, 596 
10, 744 
10, 266 | 
10, 042 | 
9, 225 


8, 762 


$A 21 SN NH ENS INYO. 9P 90 BO ITH gH 


OSES ee eee ee or cn 


1 Not available. 
2 Revised. 
3 Preliminary. 








A STUDY OF RELATIONSHIPS 


Number and assets, by class of association 
{In millions of dollars} 



































FHLB member | Insured Federal Percent to assets, all savings 
| and loan associations 
Dec. 31— Pt eed et ee Seen Py 
Number Total | Number; Total | Number| Total FHLB | 
of associ-| assets | ofassoci-| assets | ofassoci-| assets | member | Insured | Federal 
ations | ations | ations | 
—_— _ mans. See wal 
1932... 101 | $203 | 0 | jeu 0 |... 2.6 | 
a 2, 073 2, 578 0 | | 6 (‘) 36.7 
1934... 3, 054 2, 740 | 541 | $150 | 539 | $138 42.8 2.3 2.2 
RE 3, 455 | 2, 891 1,117 | 711 | 987 | 495 49.2 12.1 8.4 
1936... . 3,750 | 3, 187 1,575 | 1,281) 1,200) 783 55.2 22.2 | 13.6 
1937..--. 3,895 | 3,548 1, 884 | 1, 758 | 1, 318 | 1, 099 | 62.4 | 30. 9 19.3 
1938...... 3, 903 | 3, 753 2, 098 | 2,127 | 1, 357 1,311 66. 6 37.8 23.3 
Picnics 3, 870 | 4,048 | 2, 199 2, 509 | 1, 398 | 1, 576 | 72.3 44.8 28.2 
3, 824 4, 411 2, 277 2, 926 1, 437 1, 867 | 76.9 51.0 | 32.6 
ee 3, 783 4, 798 2, 343 3, 353 1, 460 | 2, 164 79.3 | 55.4 35.8 
1942..... 3, 744 5, 025 2, 398 3, 643 1, 467 | 2, 296 81.7 | 59. 2 | 37.3 
1943_. 3, 705 5, 539 2, 447 4.173 1, 466 2, 616 | 83.9 | 63.2 | 39.6 
1944... 3, 659 6,423 | 2,466/ 4,995 | 1,464) 3,168 86.1 | 67.0 | 42. 5 
1945... 3, 658 7, 681 | 2, 475 | 6, 123 | 1, 467 | 3, 921 87.8 70.0 44.8 
1946. 3, 661 9, 017 | 2, 496 | 7, 294 1, 471 | 4, 671 88.4 | 71.5 45.8 
1947_ 3, 670 10, 427 2, 536 | 8, 528 | 1, 478 | 5, 458 89. 2 73.0 46.7 
1948_.._- 3, 733 11, 733 2, 616 | 9, 715 1,485 | 6, 164 90.1 74.6 47.3 
1949... 3,822 | 13,278 2,756 | 11,278| 1,508| 7,104 9. 8 77.1 | 48. 6 
1950 2_ 3, 894 15, 516 2, 860 13, 691 1, 526 8, 457 91.8 | 81.0 | 50. 1 
Selected balance sheet data, by class of association 
FEDERAL HOME LOAN BANK MEMBER ASSOCIATIONS 
{In millions of dollars} 
y 0. a i 3° ; ‘ 
; | Assets 
caanihaiaiiamscnpaaiteianiaatitiens } 
Total | es FHLB | Reserves 
' Number | | Percent | mortgage Govern- | Savings | advances! and un- 
Dec. 31— | of associ- | | toassets |loansless| Cash | ment capital | andother| divided 
ations | Total | allsav- | pledged | | obliga- borrowed | profits 
|ingsand | shares | | tions money 
loan asso- 
| ciations | | 
apenas eran -| —E within a a 
1951 2 3, 950 $17, 916 93.2 | $14,603 | $1,901 $1, 511 $15, 060 $859 $1, 320 
1952 3__ __ 4, 028 | 21, 332 94.1 | 17, 434 1, 230 1, 694 18, 127 914 1, 522 
1953 2. _- 4, 108 | 25, 312 | 94.7 | 20, 907 | 1, 418 1, 829 21, 606 499 1, 757 
1954 2 4, 209 | 30, 155 95.0 | 25, 018 1, 898 1,913 26, 049 24 2, 039 
1955... 4, 307 | 36, 146 95. 4 30, 283 1, 994 | 2, 255 30, 897 1, 518 2, 418 
INSURED SAVINGS ASSOCIATIONS 
ae 3,020 | $16, 204 84.3 | $13,229 | $918 $1, 358 $13, 653 $797 $1, 150 
1952 2... 3, 172 | 19, 656 | 86.7 16.085 | 1,141 | 1, 555 16, 732 860 1, 361 
1953 2. 3, 304 | 23, 593 | 88.3 | 19, 517 | 1, 327 | 1, 687 20, 252 945 1, 598 
1954 3____. 3, 433 28, 367 89.4 | 22, 558 1, 798 | 1, 781 24, 529 885 1, 876 
1955... - 3, 544 | 34, 198 90.3 28, 686 | 1, 884 | 2, 121 29, 241 1, 468 | 2, 246 
| | 
FEDERAL SAVINGS ASSOCIATIONS 
1951 2... 1,549 | $9,792| 50.9/ $7,964|  $560| ga29| ga25o| — $529 $673 
1952 2... 1, 581 11, 762 | 51.9 | 9, 593 690 | 953 10, 035 554 790 
1953 2... . 1, 604 14, 045 52.5 11, 567 | 813 | 1, 039 | 12, 075 608 927 
1954 3_..._. 1, 640 16, 775 52.9 13, 888 | 1, 063 | 1, 093 14, 549 | 542 1, O85 
n ee 1, 683 20, 035 52.9 16, 724 | 1, 090 | 1, 316 17, 159 918 1, 302 
t | | i 





1 Less than $500,000. 


2 Revised, 





